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I. EXECUTIVE SUMMARY

CiWherever we had peen i
saime of Georgia came up constanily. Indeed. we vevii oo Uil piand
Jussians hope that if theyv live very good and virtaons (oo, 00 0 sad w i
Jreaven but to Georgia when rhev die.”

a) Introduction

The idyllic Georgia that John Steinbeck and countless
others grew to love no longer exists. After seventy years of
Communist rule and ten years of “democratic reform”, Georgia
is now racked by economic hardship of unusual proportion,
rampant corruption and overwhelming despair. While the mid-
nineties brought fleeting hope and a degree of short-lived
prosperity, 2001 finds a virtually devastated population. As a
result of a confluence of global and regional factors- - as
well as systematic corruption- - the government is often
unable to meet the basic economic and social needs of its
citizens.

Significantly, Russia’s imposition in December, 2000 of
visa requirements for Georgian citizens wishing to enter the
Russian Federation- -in conjunction with Moscow’s suspension
(and quixotic renewal) of natural gas supplies to Georgia- -
presents additional difficulties for an already precarious
Georgian government. Does Georgia adhere to its pro- Western
orientation and stated commitment to implement critical
economic and democratic reforms? Or, does Georgia make
difficult concessions to Moscow and, in fact, cede part of its
sovereignty~- - including withdrawing its insistence on the
closure of Russian military bases on Georgian soil. Such
concessions might result in additional Russian supplies of
electricity and gas, a promise that control of Abkhazia would
be restored and/or a range of assurances that Russia would not
seek a stronger “affiliation” with, and influence in, Georgia.
While pro-Western reformers in the Georgian government seek to
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resolve these difficult questions these very individuals,
among many other leaders, have been unable to find workable
solutions to Georgia’s overwhelming economic, social and
political problems.

What has not changed in Georgia in the more than fifty
years since John Steinbeck made his poignant observation is
the resiliency of the Georgian people, their respect for
education and willingness to do anything for their children.
Education is everything. Nothing means more to a Georgian
family than the education of their sons and daughters.
Georgians inherently understand - - better than anyone and
notwithstanding relative income levels-- that education will
bring provide a child with a “better” life— -no matter how the
term “better” may be defined.

With per child funding for education the lowest in the
world, the Ministry of Education, nevertheless, manages to
provide basic and sound educational programs to hundreds of
thousands of children throughout the country. With a Ministry
comprised of committed professional educators, Minister
Kartozia and Deputy Minister Sanadze are at the forefront of
those officials in Georgia who truly desire a better life for
the country’s young people. They perform their duties
selflessly and without fanfare. However, despite the
Ministry’'s Herculean efforts, there is minimal central and
regional support and meager financing for school programs,
mush lees, for new initiatives. This has resulted in an
elementary and secondary school system that is often incapable
of providing even the basic essentials of a “western” style
education— - including salaried (and paid) teachers and heated
classrooms.

Accessible school libraries, textbooks and school supplies
are in very short supply while computers and Internet access
are, literally, non-existent. Classes often take place without
heat or electricity. Many Georgian families, more or less
willingly, provide ‘“supplemental” financial assistance to
their child’s schooling by making direct cash payments to the
school the child attends. The ostensibly “free” Georgian
public school system would be unable to provide even the
minimal basic services it presently offers, including paying
teachers’ salaries, without such direct cash contributions .
from the population it serves.
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It is within this context that the Feasibility Study for
the proposed “Establishment and Operation of Internet-based
Communications Centers in Georgia” (“the Project”) was
undertaken in April, 2000 by i-world.com.inc., (“i-world” orx
the “Company’”), a New York Internet and telecommunications
company .

As set forth below, the Project was intended to be a for-
profit, commercial business venture that would provide
Georgians reliable and cost-effective access to Internet and
other Internet-based telecommunications facilities through the
provision of Internet-ready computers in elementary and
secondary schools. Schoolchildren would be able to utilize
these facilities, free of charge, while fees would be charged
to community residents to access the communications centers’
wide array of Internet and telecommunications services and
computer education courses.

b) The Feasibility Study

In January, 2000, in response to a request from Georgian
President Eduard Shevardnadze and Georgian Ambassador to the
United States, the Hon. Tedo Japaridze, i-world was formed by
its executive management and shareholders. i-world
subsequently submitted a proposal for funding to the United
States Trade and Development Agency (“USTDA”) for the partial
financing of a Feasibility Study. The purpose of the proposed
Feasibility Study was to ascertain whether a commercial
enterprise intended, inter alia, to provide computers and
Internet access, free of charge, to Georgian schoolchildren
could be undertaken as a component of a larger and for-profit
Internet/telecommunications venture in Georgia. It is within
this framework that i-world was retained by the Ministry of
Education of Georgia to evaluate the possibility of the
construction and operation of a series of Internet-based
Communications Centers situated in Georgian elementary and
secondary schools.

i-world’'s Feasibility Study was intended to assist the
Ministry in making key financial and strategic decisions
concerning the commercial viability of building and operating
these fee-based communications centers in conjunction with
providing free Internet-ready computers (and related computer
service and English language instructional programs) to
Georgia’s schoolchildren. Specifically, the Feasibility Study
was intended to ascertain, among other matters, consumer
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demand, telecommunications infrastructure support, levels of
Georgian (and other) governmental and commercial support,
potential utilization by the population, potential Project
financing and consumer payment options. Based on the phased
results of the Feasibility Study, i-world would also ascertain
whether a combination of a) shareholder/investor equity; and
b) private/public financing would be available in order that a
commercially viable enterprise could be initiated.

In close conjunction with the Georgian Ministry of
Education- -and pursuant to financing from USTDA — -i-world
conducted a comprehensive Feasibility Study during the eight
month period of April, 2000 through January, 2001, including a
comprehensive, country-wide Market Survey of over 5,900
Georgian households. The objective of the Feasibility Study
was to determine whether the “Internet in the Schools” program
could be achieved as a component of a more expansive and for-
profit, commercial enterprise. i-world conducted, among other
things, a technical, economic, marketing and regulatory
assessment of the telecommunications and Internet sectors,
Project financial projections as well as a comprehensive
projection of potential availability of equity and/or debt
financing—from both private and public sources.

b) Summary of Conclusions and Recommendations

The i-world Final Report discusses the following findings
in greater detail below:

1) The Market Survey revealed that while computer
penetration is approximately 8%, throughout Georgia,
Internet access is approximately 5%.

2) Prevailing demand, however, - - within all sectors
of the Georgian population - -is vexy high for
Internet-ready computers, cost-effective Internet
access and computer/English language instructional
programs;

3) The Georgian population does not presently have the
necessary “disposable” ( or any other income) to
utilize the fee-based Internet and
telecommunications services contemplated by i-
world’s Communications Centers. It would be entirely
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4)

5)

6)

7)

unrealistic to assume that the population would be
able to make such expenditures in the present
Georgian economic environment--particularly in an
amount sufficient to offset the Company’s fixed and
variable operating costs and yield even minimal
profit to i-world’'s investors. (See, for example,
The Economist, “Georgia Country Survey” dated August
2000 and attached hereto as Exhibit A and the US
BISNIS Review of the Georgian IT sector included as
Exhibit F.)

The Georgian population— -urban as well as rurally
situated-- is strongly (95%) in favor of the
provision of Internet-ready computers to Georgian
schoolchildren. Equally, 92% of the sampled
population- -5,934 households throughout the
country— -stated that Internet- ready computers and
affordable access to the Internet were critical to
the country’s economic, social and political
development. ( See also Exhibit B, “1999
Statistical Yearbook of Georgia’” published by the
State Department for Statistics of Georgia, which
details the most recent official statistics on
Georgian telecommunications and educational
facilities.)

There are no regulatory issues that would delay the
implementation of the proposed Project. i-world’s
Georgian telecom/ISP partner, SANET, presently holds
all of the necessary Georgian licenses to provide
ISP and telecommunications services;

The existing, basically Soviet-times
telecommunications infrastructure is highly
unreliable and often incapable of providing basic
telecommunications services. The existing
infrastructure would, however, be able to handle the
incremental demand of providing Internet access to
i-world’s proposed Communications Centers in the
country’s elementary and secondary schools. Dial-up
capability and/or leased lines are sufficiently
available for the Project’s limited purposes;

The market survey demonstrated a significant demand
for computer education and English language
instruction in the schools;

8
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8) While the Georgian government is completely
supportive of i-world and the Ministry of
Education’s objectives, the government will not
provide any form of financial or in-kind assistance
to implement the Project;

9) The seriousness of the current energy crisis, among
other factors, effectively precludes the operation
of the Communications Centers on a for-profit basis
since electricity can only be “assured” for a few
hours each day.

10) The Ministry of Education provided complete
cooperation to i-world and is committed to the
Project’s implementation. Total transparency
prevailed at all times;

11l) The Project received the enthusiastic endorsement
and ongoing assistance of the U.S. Embassy in
Tbilisi in addition to the support and guidance of
the Georgian Embassy in the United States,
particularly through the efforts of Georgian
Ambassador to the United States, the Hon. Tedo
Japardize. \

12) Based on the overall results of the Feasibility
Study and, particularly, the results of i-world’'s
Market Survey, i-world’s shareholders have
determined that a) it would not be feasible to make
an equity investment in the Project; and b) the
Project does not, at the present time, constitute
the basis of a viable commercial enterprise.

As set forth below, i-world is recommending to the
Georgian Ministry of Education and USTDA that, in light of
prevailing economic circumstances and other factors, it would
be inadvisable for i-world and its shareholders to proceed as
originally intended, that is, to undertake the project as a
commercial and for-profit undertaking. i-world is also
informing the Ministry of Education and USTDA that, in order
to carry out this Project, i-world management and shareholders
have formed a new non governmental organization (“NGO”), The
Transcaucasus Foundation, Inc. (the “Foundation’’), a not~-for-
profit and Internal Revenue Service (“IRS”) tax-exempt,

501 (C) (3) corporation.
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The Foundation’s Board of Advisors will be headed by
General John Shalikashvili (ret.) and the Chairman of its
Board of Directors will be former United States Congressman
Jack Buechner. The Foundation will feature a highly qualified
executive management team and a Board of Advisors comprised of
prominent American businessmen, educators and former political
office holders.

The Foundation will be the vehicle that executes i-world’'s
Internet program in Georgia and, subsequently, initiates
activities in Azerbaijan and other countries. The Foundation’s
objectives, primarily the Georgian and Azeri “Internet in the
Schools” programs, will be implemented by U.S. and local
management with the close participation of each country’s
respective Ministry of Education and private sector Internet
service and telecommunications providers and through a
combination of governmental, commercial and foundation
financing sources.

i-world anticipates that the Foundation will proceed as
follows and will commence its activities in Georgia
immediately upon the conclusion of its initial funding
requirements:

B A U.S.-led management team will have the responsibility
of implementing policy initiatives set by the
Foundation’s Board of Directors and will oversee all
expenditures. The inclusion of local management is
essential and will reflect Georgians’ experience in the
Internet and telecommunications industries. (For
example, there are a number of very talented individuals
in the Georgian Internet sector®' and their involvement
will be actively enlisted.)

B The Foundation’s expectations and definitions of
“success” will be realistic, relatively modest and
relevant to the uniquely difficult circumstances in
which Georgia finds itself today. Obviously, to
successfully implement any effort in Georgia and

. elsewhere in the Caucasus is complicated and will
involve the resolution of numerous inter-related

1 As a single example, the management of SANET, Georgia’s primary Internet
Service Provider- -particularly George Kashia its Managing Director- - 1is
comprised of unique entrepreneurial and management talent.
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political, economic and social factors. i-world
anticipates that there will be very real limitations on
what the Foundation is able to accomplish- -
notwithstanding good intentions and level of available
financing.

As noted above, i-world has received the complete
support of the Georgian government, particularly President
Shevardnadze (and the President’s Office) as well as the
Ministries of Education and Foreign Affairs. The Georgian
Embassy in the United States, headed by Ambassador Japaridze,
has been instrumental in providing on-going assistance and
support as has Georgian Foreign Minister Meningarishvili. The
Georgian Ambassadors to Germany and The European Union,
respectively, Konstantin Gabashvili and Konstantin
Zaldanatisvili, have also offered their enthusiastic support
and assistance in the proposed implementation of the
Foundation’s objectives.

The management and shareholders of i-world are
particularly appreciative of the efforts of Minister of
Education Alexandre Kartozia and Deputy Minister Vladimir
Sanadze. Minister Kartozia and Deputy Minister Sanadze
provided i-world the Ministry’s total and unwavering support.
Their dedication, under the extremely difficult circumstances
that this Ministry finds itself today, should be recognized
and commended. i-world has not encountered any difficulties,
whatsoever, in maintaining total transparency.
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IT. DIGITAL DIVIDE -EASTERN EUROPE AND GEORGIA

While Internet usage is expanding, exponentially, in the
United States, Western Europe, Japan and throughout Asia
computer and Internet access is still very limited in most
countries. This is particularly true in Eastern Europe,
including Georgia, due to the cost of desk and laptop
computers, antiquated telecommunications infrastructures and,
primarily, the populations’ lack of income to spend on
relatively steep (and recurring) Internet access and
telecommunications charges.

In the United States, Europe, Japan and elsewhere around
the world, the concern over the “digital divide” has
translated into public policy. In the emerging information
society more and more people -- in private life and at work --
depend on modern communications facilities. To be able to
communicate and interact whether by telephone, fax, e-mail or
electronic media is has become a crucial and decisive factor
for every citizen and business. For example, the policy of the

European Union (“EU”) - - which Georgia seeks to join in 1996-
- towards the information society has from the outset taken
into account the need to avoid a “two-tier-society”, divided

between those who have access to the new possibilities and are
comfortable using them and those who are excluded from fully
enjoying their benefits.

The European Commission stated the issue as.follows in a
1997 report:

“"In order to reap both the economic and social
benefits of technological progress and to improve people's
quality of life, the Information Society must be based on the
principles of equal opportunities, participation and
integration of all. This can only happen if everybody has
access to at least a basic set of the new services and
applications offered by the Information Society.”

As the law of the EU has evolved, it has come to
incorporate and delineate the meaning of the concept of
“"universal service’”. As now defined in EU Directives, the
universal service obligation requires Member States to ensure
that all persons “reasonably requesting’” can obtain a
connection to the fixed public telephone network at an
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affordable price. The universal service obligation takes on
special importance in the age of liberalization, i.e.,
privatization and competition. The EU and its various
committees “have all recognized that liberalization goes hand
in hand with parallel action to create a harmonized regulatory
framework, which secures the delivery of universal service.”
Yet the EU, to date, has taken little action to enforce the
obligation. The first monitoring report found a gradual but
continuing improvement in service levels, price and quality.
But the EU has not given the attention to the digital divide
that has been seen, for example, in the United States, where
for the years 1998-2000, the federal government has issued
reports “expressing concern’”, seeking policy solutions and
actually financing solutions— -in the tens of millions of
dollars annually-- that address the digital divide.

As Georgia and other countries of Central Europe move
towards membership in the European Union, they will each be
required to commit to universal service. Those countries
seeking entry to the EU have begun (and in many cases
completed) the process of incorporating the obligation in
their national laws, but to date, the details of implementing
the policy have not been defined by the EU. Georgia, of
course, has more compelling problems and has not begun to
seriously address these issues other than the appointment of
various Parliamentary and Presidential committees.

Defining Universal Service

The Internet offers the promise of an information
society in which virtually unlimited quantities of information
are globally available; in which any individual can be an
electronic Guttenberg, publishing as well as reading; in which
the patterns of civil society are redrawn and borders are
rendered meaningless as people build virtual communities for
work, learning and socializing across traditional boundaries
of time and place. Realizing this vision of a global,
decentralized, user-controlled medium poses many challenges,
but among the most fundamental of these is the challenge of
affordable access, in countries such as Georgia.

If the Internet remains available to only a very few— -as
presently the case in Georgia-- its democratizing potential
will never be achieved and its economic impact will be limited
as well. Policymakers, both at the national and international
levels, together with service providers and other entities

13
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operating the Internet as well as non-governmental
organizations representing the public interest have a shared
obligation to seek ways to achieve the widespread use of the
Internet. (See generally, Exhibit C, United Nations Secretary
General Kofi Anan’s Statement on “Globalization and
Governance. )

This is a challenge faced around the world. While some
progress is being made in Georgia, through, for example, the
efforts of the Soros and IREX projects, as those non-profits
strive to expand Internet connectivity. However, the Internet
is enormously far from achieving its potential reach and
impact in Georgia and i-world believes that the “digital
divide” is actually growing, exponentially, in Georgia as the
worldwide pace of change accelerates. Those Georgians (and
others) who support the Internet's power as a medium uniquely
suited to building open societies must take real action to
make Internet access in Georgia widely available and
affordable.

Access to the Internet in Georgia, for all the country’s
other unique problems, has been for most of its short history
largely dependent upon more traditional communications
services, specifically antiquated telephone service,
prevailing annual energy crises and, most importantly, lack of
spending power. Consequently, for most Georgians, access to
the Internet can be no better than access to basic
telecommunications services, availability of electricity and a
job with a decent and reliable salary. Thus, the widening gap
between Georgian “haves” and Georgian “have-nots” overshadows
consideration of Internet policy as it does so many other
issues.

In terms of Internet access, there are two main components
of potential change, one largely political in nature and one
largely technological. Politically, the concept of universal
service has become a widely shared goal of national and
international telecommunications policy. For example, numerous
committees and agencies have been established in Georgia to
“consider” the problem and “coordinate” Georgian Internet
policies. The latest committee in Georgia was established in
the summer of 2000 by Presidential decree and is comprised of
governmental and private sector representatives. The Committee
has no professional staff, offices or funding of any kind.
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Technologically, ongoing rapid developments in
alternatives to wireline dial-up access offer the potential in
Georgia of spanning geographic barriers and opening up access
to both basic telecommunications services and the Internet at
reduced costs. Without significant funding, however, these
alternatives, in Georgia and elsewhere, will remain just that
- -interesting alternatives.

Certain conclusions can be drawn about Internet access in
Central and Eastern Europe and, particularly, for Georgia:

¢ The Internet is available, used and growing in all
countries of the region, but it is not widespread. Central
Europe lags behind Western Europe in all measures of computer
and Internet access and usage. Georgia ranks amongst the
lowest in terms of computer and Internet penetration.

The following Charts from the International
Telecommunications Union (“ITU”), dated July, 2000, provide
the most recent and relatively reliable data on Internet
penetration in the region. As forth in greater below, the i-
world Georgian Market Survey indicated that Georgian Internet
access is higher than the ITU reported.

Internet Users per 10,000
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* A major barrier to expanding Internet usage in Central
Europe is and Georgia is the poor state of the underlying
telecommunications infrastructure. Almost everyone,
particularly residential users, are presently dependent on
telephone dial-up connections to the Internet, and will remain
so in the near future.

e Throughout the region, teledensity rates are low,
service quality is often poor, and there are long waiting
lists for installation of new telephone lines. While
teledensity rates are above average in Georgia, service
quality is usually uneven, at best, and usually very poor
outside of the cities of Tbilisi, Batumi and Poti.

* A major barrier to Internet usage— -in Georgia and
elsewhere- - is simply the individual’s inability to purchase
a computer (or other access to the Internet) and to pay the
recurring access charges- -whatever the rate. No additional
studies need to be undertaken to confirm this problem: There
is just no money in Georgia for Internet access--- what many
in the population consider a “luxury” purchase.

¢ Internet users throughout Central Europe have begun to
organize and mobilize around access issues, particularly
focusing on the pricing barriers posed by per-minute tariffs.
In 1998 and 1999, Internet users in Poland, Romania, Hungary,
and the Czech Republic participated in protests against
increases in local connection rates, independently and as part
of a campaign that has emerged in Western Europe. No such
organizations have been formed in Georgia.

Several governments maintain regulations that hamper the
development of the Internet. Government policies regarding
privacy and censorship could also chill the use of the medium
in much of Central and Eastern Europe, due to the influence of
the European Union, telecommunications policy is focused on
privatization and competition. It is apparent that these are
necessary but not sufficient conditions for the expansion of
access to both basic telecommunications and Internet services.

¢ Privatization of the former state-owned
telecommunications monopolies attracts the foreign investment
that is needed for infrastructure improvement. However, in
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recent years in Georgia, business services have been expanded
at the expense of universal service objectives.

* Competition also represents a positive factor, leading
ISPs in some countries, including Georgia, to lower prices. So
far, however, competition in the local loop or "last mile" is
very limited in Georgia as it has been in the West also. A new
“local” telephone company has begun Georgian operations and
provides significantly better service but at higher rates.

* Countries seeking accession to the EU must commit to
universal service and under EU directives, the concept of
universal service has been extended to Internet
access. This is an important lever over national governments,
but so far has not been reflected in concrete definitions of
universal service or “affordability.”

A range of alternative access technologies, including
wireless, fixed wireless, satellite and cable modem, hold
promise of leapfrogging infrastructure deficiencies.

Given the rapid technological changes that are afoot and the
global boom in Internet development, there is an urgent need
for international and regional bodies to adopt more effective
measures to bring affordable access to non-commercial users.

Despite the Internet's democratizing potential, it has
been recognized from the outset of the digital revolution that
there is a very real danger that the world will be divided
into the "information rich" and the "information poor." The
United Nations Development Program ("UNDP") focused on the
risk of marginalization in its 1999 Human Development Report,
noting that the:

“Internet poses severe problems of access and
exclusion." With communications technologies playing
increasingly vital roles in economic development, education,
health care and governance, the exclusion of those who are
poor, illiterate, rural or non-English speaking has broad
ramifications.”

The UNDP concern echoed earlier warnings. In April,
1997, the UN's Administrative Committee on Coordination
stated:

“We are profoundly concerned at the deepening
maldistribution [sic} of access, resources and opportunities

21
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in the information and communication field. The information
and technology gap and related inequities between
industrialized and developing nations are widening: a new type
of poverty -- information poverty -- looms.”

In a similar vein, a 1994 report to the European Council
warned:

“"The main risk lies in the creation of a two-tier
society of have and have-nots, in which only a part of the
population has access to the new technology, is comfortable
using it and can fully enjoy its benefits. There is a danger
that individuals will reject the new information culture and
its instruments.”

The digital divide exists not only between countries and
regions but also within most countries, particularly Georgia,
in the form of a wide disparity between urban and rural
inhabitants. For instance, in 1995, the number of main
telephone lines per 100 residents in urban Russia was 20,
while the corresponding figure for rural areas was 8. This
divide appears throughout the region: In Georgia, there were
18 main telephone lines for every 100 urban inhabitants, and 3
per 100 rural inhabitants; in Ukraine, the split was 21 versus
7; in Moldova, 23 versus 6; in Slovakia, 28 versus I 1; in
Albania, 3 versus 2.

Increasingly through most of this century, access to
telecommunications has come to be recognized as critical to
commerce, public safety, governance, and overall human
development. Accordingly, nations have long defined universal
access to telephone service as a public policy goal, along
with transportation, postal delivery, electrical
service and health care, among other services. In the United
States, the universal service goal was written into federal
telecommunications law in 1934. In Europe, the government-
owned telephone companies were pressed, to greater or lesser
degrees, to extend service to all regions, while monopoly
providers were similarly bound at least in theory by a "social
contract”" with the political and regulatory institutions that
sustained their monopoly position. Until recently, however,
the details of the obligation were not clearly articulated,
and reality in many countries has fallen far short of
aspiration.




While asserting the desirability of providing Internet
access to its population, particularly to its young people,
the Georgian government, as other governments in the Region,
must balance conflicting spending priorities; the Georgian
government is simply unable - -given other priorities- -to
sustain the expense of 1) the initial acquisition and
installation costs of thousands of computers; and/or 2) the
recurring access and telecommunications charges to provide
Internet access to numerous locations. Additionally, most
governments, including Georgia, do not have the logistical
wherewithal to coordinate computer purchases, computer
distribution and installation, ISP access, system maintenance
and customer service.




IITI. SCOPE OF FEASIBILTY STUDY AND SUMMARY
OF ACTIVITIES

i-world’s initial business objective was to establish and
operate “communications centers’’- -located in Georgian
elementary and secondary schools—-that would provide school-
age children as well as community residents a range of
reliable communications services including reliable Internet
access and computer and English language instruction. Internet
and computer services would be provided to students, free of
charge, while community residents would have access to the
communications centers, after school hours, on an affordable
fee-based payment structure.

The commercial component of the venture was intended to
subsidize the educational effort as well as return a profit to
i-world and its investors. If profitable, the company had
anticipated that it would expand its activities to include
Azerbaijan and, as soon as practicable, other countries of the
former Soviet Union, particularly the members of the GUUAM
group of nations.

This Final Report details the results of the Feasibility

Study that was undertaken - - an effort that included a two-
month, countrywide Market Survey intended to ascertain
Georgian attitudes toward the Internet and computers. i-world

believes that this effort was the first ‘Digital Divide”
Market Survey in a former Soviet Republic. The survey was
conducted by forty Georgian University students during the
summer of 2000. The Market Survey encompassed interviews of 1-
1'* hour duration with 5,934 Georgian households; the results
have enabled i-world to better understand the needs of the
population as well as the Internet and communications markets
in Georgia. Most importantly, the Market Survey results will

enable i-world- - and its successor entity the Transcaucasus
Foundation- - to utilize finite financial and other resources
effectively.

While i-world management- - as confirmed in numerous
meetings with the Ministry of Education and anecdotal
observances-- was always cognizant of the very high Georgian
literacy rate (and Georgians’ unique respect for education),
the Market Survey also demonstrated the very significant
demand for Internet-ready computers and Internet access. In




brief, over 93% of the households interviewed felt “very
strongly” or "strongly” that computers and Internet access
were critical to Georgia’s economic, political and social
development; similarly, 91% of these households supported
provision by the Ministry of Education (or other entity) of
Internet-ready computers in the elementary schools and/or
secondary schools. The Market Survey also overwhelmingly
confirmed that, while the general population would utilize
these communications centers on a consistent basis, it could
not afford to pay even the minimal charges contemplated.
Similarly, the Georgian government expressed its complete
inability to contribute to the financing of the venture.

i-world’s intent was to install “Internet-ready”
computers as a "communications delivery system" serving the
computer, Internet access and communications requirements of,
for example, the students of a particular educational facility
as well as the thousands of families domiciled in that
facility's community. In addition to the facility's primary
function, for example, an elementary school in which students
would have access to i-world computers and the Internet as a
part of their curriculum, each location would become the
community’s “cyber communications center.” The facility would
provide, on a for-profit basis, a wide range of computer

education, Internet access and communications and business
services.

By operating communications centers, throughout Georgia
and in conjunction with reliable Georgian and U.S. commercial
partners (as well as the Georgian Government), i-world
intended to reach, initially, hundreds and, subsequently,
thousands of schoolchildren and Georgian families. These are
people who otherwise would have virtually no access to
computers or the Internet. Revenues from the operation of the
communications centers- - derived primarily after school hours
-would have been the basis of revenues available to the
Company to offset fixed charges and return a profit.

i-world intended to:

B Provide and/or arrange financing for Georgia's purchase,
from i-world, of U.S. manufactured computers utilizing U.S.
export guarantee programs and install “Internet-ready”
computers (and other equipment) in newly-established
"communications centers" in target community facilities;
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B Provide, Internet- ready computers, free of charge to
schoolchildren and educators;

® Provide the communications centers, on a fully

commercial basis, Internet access and customized online
content including information services, personalized e-mail,
specialized e- and b- commerce applications, computer
education, online navigational tools;

B Provide a full range of for-profit business services to the
communications centers including fax, photocopying and cost
effective Internet telephony; and

B Oversee management of the operation of the communications
centers.

The purpose of the Feasibility Study was to:

B Conduct a comprehensive Market Survey throughout Georgia-
-Tbhbilisi, Kutaisi, and Poti- - to determine the level of
support within the country for the Company's proposed
Internet access, computer education, value-added Internet
and miscellaneous business services;

B Determine a workable pricing schedule for proposed
consumer Internet access (and other communications products
and services) and determine whether that proposed pricing
schedule was, in fact, “realistic” and capable of receiving
sustained community support;

@ Ascertain the level of support, including financial
resources, available from the Georgian government based on
the results of the Market Survey findings;

B Determine availability of U.S. export financing guarantees
and other U.S. governmental investment guarantee programs
to enable the Georgian Government to purchase computers
from i-world;

B Determine level of potential commercial Internet and
telecommunications industry involvement, including
potential availability of financing from Website content




providers and/or Internet telephony providers and/or "ISP
official sponsors", including AOL-Time Warner and

Microsoft;

@ Determine potential level of short-term financial support
for the enterprise from nonprofit organizational and other

NGOs ;

B Determine definitive role and operational involvement of
various ISP and telecommunications providers as well as
operational involvement Georgian ministries.

The Company had contemplated that revenues derived
from the commercial activities of the communications centers-

-as supplemented,

if necessary, by the aforementioned third

party financing sources—would realize sufficient income to:

1)

2)

3)

4)

Enable the Georgian Government to make
appropriate and timely payments for its
computer purchases from i-world and for
the communications centers' recurring
Internet access and miscellaneous
telecommunications charges;

Build asset value in the Company through
guaranteed ISP (and miscellaneous
Internet) revenue as well through the
potentially hundreds of thousands of loyal
“subscriber” Website hits and subscriber
e-commerce applications;

Enable the Georgian Government to offer
free computer education and free Internet
access to Georgian schoolchildren and
educators; and

Provide a level of profitability to the
Company .

The Feasibility Study considered the Company's Business
Plan for computer sales and financing, Internet

implementation,

site analysis, marketing strategies,

coordination with local and international ISP/
telecommunications providers and Georgian ministries. In




addition, the Feasibility Study confirmed the complete lack
of potential financing for a commercial venture from the
government of Georgia (even in conjunction, for example, with
U.S. financial guarantee programs), from U.S. governmental
investment and export loan programs and/or financing from
commercial and non-profit sponsors.

The potential impact on the export of U.S. goods and
services was also considered and confirmed by the Feasibility
Study. The Company was contacted by commercial ISPs and
representatives of the governments of Azerbaijan, Uzbekistan
and Romania to consider similar programs in those countries.
The results of the Feasibility Study and the successful
initiation of the Georgian Project would lead to the
implementation of similar enterprises, by i-world (and other
companies) in other developing countries.

i-world’s initial understanding was that the Georgian
Government, might be able to absorb a portion of the recurring
ISP access charges if U.S. financial assistance (and other
economic incentives) were also provided through investment and
loan guarantee programs and/or commercial sponsors and/or
non-profit organizations. This assumption proved to be
incorrect.

As a computer vendor, i-world intended to conclude sale
and lease agreements with Georgia whereby the Company would
deliver and install Internet- ready computers in these
facilities and provide long term ISP and other ISP/telcom
services. By utilizing innovative financing techniques and
accessing public and private investment and loan guarantee
programs, worldwide, including the United States Export
-Import Bank, i-world would have enabled the Georgian
government to purchase computers from i-world in significant
number and on reasonable terms and conditions. Computers would
be allocated to educational and other community facilities
initially in Tbilisi, Kutaisi and Poti and installed by i-
world. Each facility would have become a "communications
center" for use by that educational facility as well as the
local population.

As an Internet Service Provider, i-world would provide
each facility, in conjunction with its Georgian ISP partner,
SANET, a full range of Internet access and related online
services. It would also provide a full range of business
services including fax, photocopying and sale of prepaid
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Internet telephony cards. Similarly, the Company would
identify and provide the Georgian government a range of
potential financing techniques in order that it can meet its
obligations to i-world and other. As indicated above, one of
the objectives of the Feasibility Study was to identify
potential NGO and other non-profit financial guarantors in the
event that industry commercial sponsors are unable to assist
in the necessary financing.

i-world also sought to secure a viable financial
guarantee for payment for computer equipment, software and
recurring access charges independent of the primary user's,
i.e., Georgia's, contractual commitment. While the Georgian
government would be the responsible contractual party, i-world
would obtain additional third-party security for its initial
investment (computers) and for anticipated major recurring
charges, including Internet access and telecommunications
services. The Company also intended to provide investment-
banking assistance to Georgia in an effort to identify such
potential financing sources. Since the government was unable
to participate in any manner, such programs are irrelevant.

While short-term payment deficits may have been absorbed
by unaffiliated entities including governmental aid programs,
not- for- profit organizations, multi-lateral organizations,
computer and software vendors, online advertisers as well as
an “official sponsor” of the i-world Georgian Website could
not be identified. The Feasibility Study was intended, in
significant part, to identify and resolve these issues.

Proposed Business Strategy

By entering distinct Georgian markers in a cost-
effective manner and by ensuring the payment of multi-year,
guaranteed ISP revenue streams, i- world had intended to
quickly establish significant Internet access revenues,
recurring profitability (and asset value) and become a
pre-eminent Internet access provider in Georgia (in
partnership with SANET) and Web Portal. Sources of i-world
revenues would have included:

B Computer sales to the Georgian government where payment
will he guaranteed by a U.S. financing program, foreign
investment guarantee program and/or other third parties;
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a Recurring Internet access fees paid to i-world pursuant
to multi- year contractual commitments by the facilities
(and Georgia government) and guaranteed by an unaffiliated
financial institution or financial guarantee program:

¥ Communications center revenues from user fees charged for
Internet access, individual e-mail addresses, e-mail
origination and delivery, personal and classified ads, Web
hosting, e- and b-commerce, computer fax and related
Internet, business and computer education;

B Third-party advertising and business to business
e-commerce;

B e- and b-commerce transactions and a percentage of "group
buying" sales from select and prearranged retailers and
other e-commerce providers.

The Feasibility Study began in mid April, 2000 and was
concluded in early January, 2001. The Study was comprised of
three components:

PHASE 1- - April 15, 2000- -~ —June 30,2000

Review of U.S. Export Financing Programs; Meetings with
Georgian and U.S. Governmental agencies and U.S. computer
manufacturers and other potential commercial ISP and
telecommunications partners.

Phase 1 activities included:

1) Meetings with Georgian governmental
agencies, including Office of the
President and Ministries of Education
Finance, Transport
Telecommunications;

2) Meetings with U.S. governmental and
multilateral financing agencies
including U.S. Export -Import Bank,
U.S. Overseas Private Investment
Corporation, International Finance
Corporation and EBRD;

3) Meetings with U.S. computer and
software manufacturers, potential




commercial sponsors and providers of
services and content;

4) Meetings with SANET and others to
draft Business Plan for commercial
(and not for profit) educational
venture;

5) Projection of potential consumer
pricing;

6) Determination of availability of
third-party financing to guarantee
Georgian government obligations;

7) Selection of potential U.S. suppliers
and providers of goods and services
and review of proposed computer
purchase agreements;

8) Determine level of non-profit-NGO
support.

PHASE II -~ July 1,---September 30,2000

Evaluation of market demand and availability of existing
services.

During this three month period, a detailed Market
Survey was undertaken in Georgia in order to determine the
level of interest of the Georgian population and included
detailed household interviews with 5,934 households
throughout Georgia. The purpose of the Market Survey and
related effort was to gather realistic historical and newly
generated statistical data indicating likely future growth
in demand for ISP and telecommunications services, in
general, The Market Survey included the following factors:

1) Ascertained Consumer Income levels;

2) Ascertained existing consumer
ISP/telecommunications usage patterns;

3) Ascertained potential future consumer

demand for communications centers’
ISP/ telecommunications and business

‘services;

4) Ascertained Consumer Demand for various
ISP/telcom services at various pricing
levels;
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Additionally,

this period:
1)
2)

3)

4)

5)

the following was also undertaken during

Service pricing analysis;

Pro Forma Revenue and Expense analysis of
proposed service offerings;

Meetings with Georgian ISPs, including
SANET, and ISP “backbone’” providers
(e.g., UUNET, PSINET) and U.S.
telecommunications carriers to determine
ISP system configuration; meetings with
U.S. Embassy officials in Tbilisi;

Determined availability of local services,
including computer education instructors;

Preliminary selection of communications
center sites and meetings with other
Georgian governmental officials in
Tbilisi, Kutaisi and Poti;

PHASE III----- OCTOBER 1, 2000---January 12, 2001
FINAL PROJECT ANALYSIS AND PREPARATION OF FINAL REPORT

Phase III included the drafting of the Final Report
USTDA, additional meetings with Georgian and U.S. governmental
agencies and the following:

1) Analyzed results from Phase 1 and
Phase II activities;

2) Meetings with public and private
investors and i-world shareholders;

3) Meetings with Georgian embassies in
U.S., Belgium and Germany;

4) Determined legal framework;

5) Prepare detailed and final pro
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6)

7)

7)

8)

forma financial analysis;

Evaluated Preliminary Business Plan
And Potential Project feasibility;

Formed Transcaucasus Foundation, Inc.
and obtained Tax-exempt status

Meetings with Education Minister
Kartozia and Deputy Minister Sanadze;

Drafted Final Report to USTDA;
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IV. OVERVIEW OF THE GEORGIAN TELECOMMUNICATIONS AND
INTERNET SECTORS.

An integral aspect of the Feasibility Study was a review
of the Georgian telecommunications and Internet industries and
how the development of these markets would effect i-world’s
proposed business operations.

a) Introduction

During Soviet times, the Georgian telecommunications
sector was centrally managed and completely controlled from
Moscow. This branch of the Soviet economy was, of course,
under the total control of the Communist party and Soviet
government. Telecommunications access in Tbilisi, Batumi and
Kutaisi was usually adequate while in rural and mountainous
areas of the country it was (and remains) “fundamental”, at
best. The collapse of the Soviet Union and the post-Soviet
economic crisis that ensued has had a negative effect on all
branches of the Georgian economy, including the
telecommunications sector. During the long and difficult
economic crisis— -which, of course, continues as of the date
of this Final Report- - much of the telecommunications
infrastructure has deteriorated even further. This is
particularly true in areas outside of Tbilisi and Batumi,
although these cities’ infrastructure makes dial up Internet
access also difficult.

Transformation into a market economy has been especially
difficult for the Georgian telecommunications industry. It has
faced organizational and financial problems since it lost its
main source of funding, and the Soviet-run, albeit inefficient
management system. This state of affairs has, in turn, also
effected the development of Internet Service Providers and
their ability to provide reliable and cost-effective Internet
access. Georgia, like most of the countries of the former
Soviet Union, is seriously hampered in its Internet
connectivity efforts because of the poor state of its
telecommunications infrastructure. As of 1996, there were
567,400 main telephone lines, for a density of 10.5 lines per
100 inhabitants.
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This statistic represents an increase of less than 30,000
lines over 1990, a notably low growth rate. As of 1996, there
were 230,000 unsatisfied applications for telephone service
and in 1999—- the latest year that statistics are available -
- approximately 200,000. Most of the telephone lines in
Georgia are analog, with few digital lines suitable for high-
speed data transfer. As of 1998, only 10% of the country's
switches were digital.

The following provides, in summary form, certain
preliminary data: ’

_______ GDP per capita: $1,350
——————— Population: 5,108,527
——————— Phone lines: 567,400
——————— Teledensity: 10.5
——————— Internet hosts: 842

Telecommunications services in Tbilisi--where
approximately forty per cent of the population resides
expanded tremendously over the past few years. As a result of
developments in both wire-line and wireless communications,
the Tbilisi telecommunications infrastructure now possesses,
at least, the potential to engage in sophisticated
telecommunications activities that are more in 1line with
worldwide standards

Institutionally, the Ministry of Communications
recently merged into a new Ministry, the Ministry of
Transport and Communications. It had been, until the merger,
the operator, supervisor and policy maker in the field of
telecommunications. The old Ministry was an inefficient and
unprofitable state-owned branch of the Georgian economy and it
became clear that Georgia could not continue to subsidize the
telecommunications sector. In order to overcome the crisis in
the telecommunications industry, the government of Georgia
sought to develop the sector by attracting foreign investment.
This strategy envisaged the separation of commercial
activities and regulatory functions of the state, and the
establishment of an attractive environment for foreign
investment. It hoped to bring in modern technology, and
provide high quality service and management. It has been
moderately successful.
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The Ministry of State Property Management simultaneously
decided to privatize and/or transfer the management rights of
various state owned enterprises to private companies through
purportedly transparent, international competitive tenders. In
the first stage, a legal framework was established, thus
enabling the state to set up a licensing system for foreign
investors. The Ministry of State Property Management is
responsible for the preparation of telecommunications tender
documents and negotiations with potential investors as well as
managing the competitive tenders for privatizing state owned
assets in telecommunications. The tender program will
constitute a substantial step forward in the establishment of
an open, competitive and hopefully successful
telecommunications and Internet market in Georgia.

Unlike many other Newly Independent States, by the
adoption of The Law on Telecommunications, as supported by the
Law on Privatization and other enactments, Georgia has created
a legal, competitive and positive environment for business -
enabling many private enterprises to enter the
telecommunication sector without any significant barriers. The
Ministry of Transport and Communications has granted over five
hundred telecommunication licenses since 1997 and most of the
applicants requesting licenses have been approved. The
mechanism of licensing was not burdened by complicated
procedures, licenses are not exclusive, do not confer
particularly privileged status on their holders and do not
cause future barriers to market entrants.

A special body - the National Regulatory Commission was
recently established. This regulatory body is now responsible
for licensing, monitoring, setting tariffs and other technical
aspects connected to the communication sector on behalf of the
Law on Telecommunications, supported by the law on
Privatization. The process of certification is conducted by
independent certification agencies as well as by a special
department of the Ministry of Transport and Telecommunications
on behalf of these agencies.

In accordance with the processes mentioned above, Georgia
has attracted significant investment since 1997 and
approximately $170 million worth of telecommunication
equipment has been installed in Georgia since the beginning of
that year. This include approximately 200,000 local and trunk-
switching ports, two modern international gateways, four
satellite ground stations, substantial microwave and fiber
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optic trunk transmission routes, infrastructure for 100,000
cellular subscribers, several international satellite earth
stations and international gateways, two paging systems, and
several trunk mobile devices. These assets were mainly
purchased through foreign investment. As a result,
telecommunications has become one of the more competitive and
rapidly growing branches in the Georgian economy.

However, widespread concerns remain that the way in
which the telecommunication sector of Georgia is formed is not
always transparent and competitive. It seems obvious that
newly established companies might collude and therefore form a
monopoly. Should this happen, there would a be serious danger
for the business environment and consumer rights protection,
thus creating significant barriers for new entrants.

Despite these achievements, local, (that is, the “last
mile”) networks that originally served the whole population
and are still state owned, are in a state of collapse. This is
mainly caused by a lack of funds and inefficient management.
In order to prevent deterioration and secure the local
telecommunications network, the Georgian government intends to
take several steps. The government plans to sell part of its
assets in the telecommunication sector. The state still owns
51 percent of Georgian Telecom the long distance operator, 100
percent of Georgian Electric Connections (“GEC”) the state-
owned, local fixed-line and a number of licenses still remain
undistributed. Shares of Georgian Telecom are considered by
many as the most attractive and significant. The Ministry of
State Property Management intends to sell these shares through
an open competitive tender. Priority will be granted to
strategic investors that are not connected to any of the
existing players in the telecommunications market.

The Ministry of State Property Management together with
the Ministry of Communications also intends to sell one
hundred percent of the shares of Georgian Electric
Connections, which is the main local operator. It remains
unclear as of this date whether the shares of these entities
will be sold and/or transferred to new operators under long-
term management agreements. Additionally, there are number of
communication licenses for sale that could be attractive for
potential investors.
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Overview of Market Participants

At present, the Georgian telecommunication sector is
developed sufficiently to provide certain basic services to
its customers, ore or less adequately. These services include
local service international voice and data services, mobile
GSM and AMPS systems, Internet, and Paging. International
service is provided by a number of companies in Georgia. There
are four significant competitors operating in the Georgian
international communications market: Georgian Telecom, Egress,
Goodwillcom, and Saktelekom Plus. All of these companies
operate through Intelsat and Eurosat as well as other
international satellite link providers.

Three competitive players form the Georgian mobile phone
market. Magticom and Geocel provide GSM system service, and
Megacom is an AMPS operator. Magticom was formed in 1996 as a
joint venture between Magti group (51%) and Telcel Wireless
(49%) . Geocell was also formed in 1996 as a joint venture by
Telecom Georgia (2%), Georgian Electric Connections (12%),
Turkcell (40%), and Celcom (46%). The American Company -
Schuman International Corporation, established Megacom in
1994. Domestic long distance service is mainly provided by
Georgian Telecom, however it has strong competitors presented
by Fop Net, mobile phone companies and Georgian Electric
Connections.

Generally communications in Tbilisi, by sectors, can be
characterized as:

— High capacity, modern and reliable inter-exchange fiber-
optical transport network based on SDH technology;

— Well developed GSM wireless networks, with data exchange
capability;

— Underdeveloped or unusable copper cable infrastructure;

— Telephone exchanges in central part of Tbilisi are old,
crossbar systems running out of capacity. Modern digital
exchanges present in most districts;

— No public data transmission infrastructure is presented;

There is little meaningful competition on in the local
market. Only two companies, Egrisi and Georgian Electric
Connections, are operating in the market. Egrisi is a 100%
private company and GEC is 100% owned by the Ministry of State
Property Management. Accordingly, it is obvious that GEC is
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unable to compete efficiently with Egrisi, which owns at least
80,000 modern digital switches and offers its customers a full
range of advanced services such as: call forwarding, call
waiting, caller-id, flexible billing, and high speed data
transfer. '

Metromedia International Communications has invested
over $40 million in Georgia in the last five years with
interests in telcoms, radio and television. It has established
two paging companies - Paging 1 and Paging 2- -both of which
operate correspondingly on 1800Mhz and 1900Mhz frequencies.
Paging service is available only in Tbilisi, therefore this
market is yet to be developed in other major Georgian cities.

The two largest Internet Service Providers are SANET
(5,000 subscribers), (i-world’s local partner and Internet
access provider) and CaucasusNet (2,000 subscribers). Internet
service has emerged as the most popular and progressive
service.

Wireline communications
GEC

The state is 100% owner of GEC. Plans for restructuring and
privatization of company are in place, however no framework
has been developed. GEC operates the largest wireline network
in Georgia with about 400,000 lines in total- - 280,000 lines
are installed in Tbilisi and 230,000 lines of these lines are
in service. GEC switching system is based on old, 15 years or
more, analog crossbar and step-by-step switches. Most of the
network infrastructure and equipment was produced and
installed in the Soviet era and is primarily related to
telephone copper wires and telephone exchanges in remote

districts. Backbone connections between ma‘jor telephone
switches as well as 1lines between telephone switches and
customer premises (“Last Mile”) are owned by GEC. These

connections use low quality, multi-pair copper cables, that
were installed 25-50 years ago in different manners: in-duct,
buried and aerial. Most of the in-duct or buried cables are
defective and have varying degrees of fallibility.

There were definite plans to privatize GEC by the end of
2000 and the Company’'s restructuring has already started
notwithstanding delays. GEC service rates are differentiated
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by type of subscriber - Governmental organization, private
company and non-governmental, and private individual. GEC also
differentiates subscription and monthly rates by type of
exchange - step-by-step and crossbar. GEC uses Telecom Georgia
as gateway to international and domestic long distance calls.

Akhali Kselebi

“Akhali Kselebi” - a private company established in 1996,
provides various telephone services generally similar to GEC
and owns networks in Tbilisi, Kutaisi and Poti. Equipment for
servicing of 90,000 subscribers is installed in Tbilisi,
although only 45,000 are connected. "“Akhali Kselebi” had a
unlimited, but expensive access to the physical telephone
lines from GEC during 1996-1998 and only in 1999 did it start
to build and install its own infrastructure. Its present
coverage is about thirty per cent of potential Tbilisi
subscribers and most are still connected using GEC’s telephone
cables. "“Akhali Kselebi” has installed more than sixteen
telephone switches in Tbilisi and all are operational.
Exchange equipment is purchased through different vendors:
Alcatel, Telrad, Daewoo. All switches provide similar quality
and functionality, however advanced services such as ISDN,
call hold and call waiting have not been implemented as yet.

The construction of a state-of-art, modern fiber optical
transport network based on SDH technology can be considered as
one of the major achievements of "“Akhali Kselebi”. The SDH
network consists of 9 rings with 0C-12 (622Mbps) backbone and
OC-3 (155Mbps) access layer. SDH access points are installed
in every exchange building, however several are not in use.
SDH network is built using equipment of ECI Telecom. The
Egrisi long distance network is used as gateway for
international long distance, while GEC and Telecom Georgia -
for domestic and local call switching.

CGS

CGS represents one of the first foreign investments in
Georgian wireline telecommunication. CGS coverage does not
extend beyond the Rustavi region, but the network and
telephone exchanges are based on the most modern Alcatel
technologies. CGS owns small SDH rings in Rustavi with fiber-
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optical connections to Tbilisi - Telecom Georgia. Services
like call hold, call waiting and call security are provided to
subscribers at additional charges. CGS uses Telecom Georgia
and GEC for nationwide and international call routing. There
are plans to expand CGS’s network south to Gardabani. A small
part of fiber-optical backbone is already in place.

In summary, communications are provided by:

* Wireline:
~ Public digital telephone exchanges;

— Synchronous digital hierarchy (SDH) fiber optical
backbone transports at numerous cities in Georgia;

— Modern facilities for international connections
e Wireless:

— Cellular networks GSM 900, 1800 and analog AMPS

— NMT 450 under development (mostly in Kakheti region of
Georgia, Tbilisi connections are limited)

The Internet

Although progress has been made with the help of non-
governmental organizations, development of the Internet in
Georgia has been severely limited due to a number of deeply-
embedded factors ranging from the archaic state of the
country's telecommunications infrastructure, to the high cost
of connectivity and of basic computer equipment in relation to
average salaries, the lack of system administrators and
qualified engineers, and the susceptibility of the nation's
electrical supply to erratic interruptions. Lack of income is
the main factor for a slow Internet growth.

Georgia established its first permanent Internet link in
the summer of 1995, and since then progress has been made in
expanding the Internet. However, until the nation's overall
telecommunications infrastructure is improved, fast and
reliable Internet connectivity in Georgia will not become a
widespread reality. As of 1998, there were several ISPs in
Georgia. The High Energy Physics Institute at Tbilisi State
University, a non-commercial provider, provided Internet
access to scientific organizations and universities. The
Institute of Computational Mathematics at the Georgian Academy
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of Sciences provided access for all of the institutions within
the Academy. SANET, a commercial provider and i-world’s
Georgian partner has the most advanced Internet equipment in
Georgia, including a satellite link at 256k to the U.S. Other
commercial providers include Caucasus Net and Global One.

Although the cost of using the Internet in Georgia
remains high, prices were falling due to competition. For a
long time, SANET was the only reliable commercial Internet
provider and was able to charge $150 per month for just two
hours a day of Internet access. But after the appearance of
new commercial providers in 1997, SANET reduced its fees to
$15.38 per month for eight hours of Internet access to be in
line with the rates of the new providers. However, a
proposal by the Georgian Ministry of Communications to
introduce a per minute fee for local telephone calls would
certainly stifle Internet development.

The five largest ISPs in Georgia with their respective
estimated market share are provided below:

%

*

Sanet --- 50%
Online - -20%
Caucasus Net ~-15%
Iberiapac—5%
Global One-5%

R/
L4

/
*%*

%

*

*
L X4

Promoting Internet Infrastructure Growth

The Open Society Institute (OSI) has provided
significant technical and financial support toward improving
Internet connectivity in Georgia. In 1995, the Open Society
Georgia Foundation (OSGF) and the OSI Regional Internet
Program (OSI-RIP) began installing computer equipment,
providing technical training and establishing Internet
connections among schools, government agencies and private
organizations throughout Georgia. OSGF and OSI-RIP also set up
an email connectivity program, which distributed email
starter kits containing a personal computer, a modem and
access to email to a range of institutions, including
universities, secondary schools, independent media, non-
governmental agencies and libraries.
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Other organizations have undertaken programs in Georgia
to help improve connectivity and train people how to use the
Internet. A grant from the United States Agency for
International Development, administered by the Parliamentary
Human Rights Foundation, initiated a project called
"Supporting the Rule of Law in Georgia through Internet
Connectivity." The project linked the Georgian parliament and
other government organizations in Tbilisi to the Internet via
a satellite link. Also in 1995, INTAS a program sponsored by
the European Union, OSI and OSGF, provided funding to help the
Georgian Academy of Sciences establish a permanent link to the
Internet.

That link was established in 1996 when a satellite earth
station was installed at the High Energy Physics Institute.
In early 1997, the OSGF opened the Internet Center for Wide
Open World, whose main purpose is to provide Internet grants
to organizations across Georgia. its projects have included
grants to organizations working to create and popularize a
Georgian character coding standard for the alphabet -- a main
requirement for making Georgian information available through
the Internet.

The Eurasia Foundation, a private US-based grant making
organization, made Internet-related grants to Georgian
organizations to support the development of email and Internet
training programs, to establish an electronic communications
and information center to serve the region of Guria in western
Georgia, and to support web site creation. The International
Research and Exchanges Board, a U.S.-based non-profit
organization, created the Internet Access and Training
Program, which established Internet centers providing free
public Internet access and training.

In October 1994, Georgia joined the Central and Eastern
European Networking Association (CEENet), an organization
formed in 1993 to establish and promote academic and research
networking. This was a significant move for Georgia, which
previously had not been involved in many international
networking programs. By joining CEENet, Georgia was able to
begin sharing operational and technical information with other
nations in the region and be a part of CEENet's
proposals to international organizations for funding to
promote network developments.




The Georgian Ministry of Communications has undertaken
efforts to modernize the telecommunications infrastructure in
Georgia. However, a heavy dependence on international
funding makes long-range planning difficult.



V. RESULTS OF THE FEASIBILTY STUDY

1) The i-world Computer/Internet Market Survey
i) Introduction and Methodology

During the months of July and August, 2000, i-world
conducted, what it believes to be, the first countrywide
market survey in a former Soviet Republic designed to
ascertain prevailing attitudes toward computers and the
Internet. While “Digital Divide” surveys have been conducted
in many Western nations to determine penetration rates and
differentiate usage patterns among various categories of a
particular citizenry (for example, urban vs. rural), the i-
world Market Survey was the first of its kind in a developing
nation and characterized by a very high literacy rate.

During the months of May and June, 2000, i-world’s
Georgian survey administrator, Khatuna Tsimakuridze, selected
the forty Georgia university students and recent graduates
that would serve as interviewers and group leaders for the
Market Survey. Each of these students was selected after
careful review of their respective credentials and
recommendations from their university professors. Students
were assigned to specific regions of the country, with
approximately 45% of the students assigned to the cities of

Tbilisi and Rustavi- - reflecting the number of households in
these adjoining population centers. With the exception of
Abkhazia and South Ossetia—- which were both inaccessible and

engaged in hostile activities during the summer of 2000 survey
period-- every other Georgian Region was included in the
survey.

The actual number of interviews conducted in each region
was in direct proportion to its percentage of the estimated
total Georgian population. In addition to Tbilisi/Rustavi all
Georgian urban centers— - Kutaisi, Poti, Supsa, Zugdidi,
Batumi, Gori and Telavi— -were surveyed. Additionally, rural
regions such as Kasbegi, Kakheti and Svaneti were also
included in the survey and interviews were conducted in each
of these rural regions to reflect population statistics.

i-world believes that the 5,934 interviews that were
conducted during August, 2000 reflected the views of a very
broad and comprehensive cross section of the Georgian




population including representatives from all demographic and
economic environments.

Despite i-world and The Ministry of Education’s
continued attempts to secure actual voting (or voter
registration) lists, telephone subscriber listings or any
other reasonably accurate listing of Georgian addresses and
household, i-world reached the conclusion that such lists
simply did not exist in Georgia. Available voting and other
registration records were either not available for all voting
districts and/or not readily accessible under the time
constraints presented by the Feasibility Study. Also, all
other available materials— -notwithstanding their actual
limited degree of potential utility-- were very dated. For
example, the most recent available listing of telephone
subscribers was dated June, 1989. Recognizing the inherent
difficulties of conducting a truly “random’” survey in Georgia,
the Survey Administrators decided to provide the interviewers
strict guidelines but also permitted these men and women to
use their discretion in determining “randomness’” within those
guidelines and within designated interviewing precincts.

The following guidelines were therefore adhered to by
the interviewers and subsequently confirmed by the Survey's
Administrators’ follow-up phone calls to approximately 15% of
the interviewed households.

l) Each interview was conducted by two students— -
usually one man and one woman and was, on average,
of fifty minutes duration.

2) Each respondent provided a contact address and/or
telephone number and the Survey Administrators
called approximately 15% of respondents to confirm
the actual date, time and length of the interview.

3) Households were selected by the interviewers
“"randomly’” according to the following guidelines:
one apartment building (or other domicile) in ten
was selected randomly; then the first available
apartment on the first floor was selected; then,
in the second apartment building, the second
available apartment on the second floor was
selected and so forth.




4)

5)

6)

In each household the selected respondent was
always an adult person that was on the premises at
the time of the interview. Interview times were
staggered throughout the day and were conducted
every day in August, 2000, except on Sundays. (If
two adults were home at the time of the interview,
the selected respondent was alternately a man and
then, if possible, a woman in the next randomly
selected household.)

A potential household respondent was never
rejected for his or her relative or absolute lack
of knowledge of computers, the Internet (or any
other matter) or for lack of formal education.
Respondents were interviewed according to the
“randomness’’ formula described above and
respondents’ views were given equal consideration
and accurately reported.

Respondents were provided the following
information both orally and in writing prior to
the actual commencement of the interview.




{FROM MARKET SURVEY QUESTIONNAIRE}

{IN GEORGIAN}
SOME GENERAL OBSERVATIONS

1)

2)

3)
4)

J)
6)
7)
8)
9)

Please expect and understand that some persons will not be
particularly friendly. Do not, under any circumstances lose your
cool; Remember, you are getting paid to be there, the interviewee is
not.

BE ALIVE AND EXCITED. THIS IS A GREAT PROJECT THAT WILL
REALLY BRING A BENEFIT TO GEORGIA. LET THE INTERVIEWEE
SHARE IN THAT EXCITEMENT AND THAT HE OR SHE IS PART OF
THE PROCESS.

Put the interviewee at ease.

Introduce yourself, indicating what else you do in life and explain
the purpose of the interview.

Emphasize that responses are all confidential.

Encourage the interviewee to talk.

Allow time for responses.

Do not talk about politics.

Conduct the interview in plain, easily understood Georgian or, if
necessary, Russian.

10) Be patient.
11) Close the interview on a friendly note.
12) Ask whether they have anything else to add that was not covered in

the survey.

13) Confirm confidentiality of responses.




{FROM MARKET SURVEY QUESTIONNAIRE}
{IN GEORGIAN}

[SAMPLE INTRODUCTORY STATEMENT TO BE READ BY INTERVIEWER]

Good evening. My name is and | have been asked by the
Georgian Ministry of Education and a Georgian/US company, iworld.ge, to
meet with you and ask you a few questions concerning your views on
computers, the Internet and our schools. With the help of a branch of the
United States government,--The United States Trade and Development Agency-
- the Ministry of Education would like to start a program that will enable
Georgian school children to have access to computers and the Internet while
they are in school. THIS SURVEY IS BEING CONDUCTED BY THE GEORGIAN
MINISTRY OF EDUCATION AND I-WORLDM, AN AMERICAN COMPANY,
PURSUANT TO A GRANT FROM THE UNITED STATES TRADE AND
DEVLOPMENT AGENCY TO DETERMINE THE LEVEL OF INTEREST WITHIN
THE GEORGIAN POPOULATION FOR A PROPOSED PROGRAM WHICH WILL
PLACE COMPUTERS WITH INTERNET ACCESS IN GEORGIAN ELEMENTARY
AND SECONDARY SCHOOLS.

The purpose of this survey is to determine the best way of accomplishing
this objective with resources that MAY be made available to the Ministry of
Education. Everything that you tell me will be kept confidential and your
answers will be part of a countrywide survey of about 6,000 interviews exactly
like this. We are interested in your own experience with computers and your
views concerning computers and the Internet in Georgian classrooms. No one
in the Georgian government will have access to these questionnaires to any of
your answers. If you do not want us to use your name, that is ok—just let me
know and we will keep that identifying information out of the survey. No one
will contact you without your permission and no one in the government- —
including the Education Ministry- —will ever see your answers. As we go
through the questionnaire, if you feel that you do not want to answer a certain
question, that is ok also. However, the more complete your answers the better
the results of the survey and the more the survey will help get computers into
our schools. }

THIS SURVEY IS BEING CONDUCTED BY i-WORLD365, INC., AN AMERICAN
COMPANY THAT WILL IMPLEMENT THIS PROGRAM IF THE STUDY
DETERMINES THAT IT IS COMMERCIALLY FEASIBLE AND/OR POSSIBLE
THROUGH OTHER MEANS AND IF IT IS DETERMINED THAT THE '
POPULATION IS SUPPORTIVE OF THE CONCEPT OF PROVIDING
COMPUTERS IN GEORGIAN SCHOOLS.

THERE IS NO ASSURANCE THAT THIS PROGRAM WILL BE IMPLEMENTED BY
THE GEORGIAN MINISTRY OF EDUCATION OR I-WORLD. THIS IS A FIRST
STEP. ANY QUESTIONS?
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In effect, i-world and the Market Survey Administrators
relied significantly on the extraordinary good faith and
dedication of the Georgian students that carried out the
Market Survey. i-world management believes that these students
did an outstanding job often in adverse and very difficult
conditions

ii) The Survey Questionnaire

The Market Survey Questionnaire (the “Questionnaire”)
(copies of which in the original Georgian, Russian and English
language versions are set forth as Exhibit D) was designed by
the principals of i-world, as assisted by Olmstead and Company
in New York as assisted by market survey consultants in
Tbilisi. The Questionnaire was intended to be relatively
simple, clear and to the point with the overriding objective
of obtaining simple and unambiguous answers from the
respondents - — many of whom, it was assumed, did not have
significant personal experience and/or knowledge of computers
and/or the Internet.

The Questionnaire was designed to ascertain, inter alia,
the following basic information and attitudes from
respondents:

1) The percentage— - by age, education and
region--of Computer and Internet
penetration in Georgia;

2) The importance attached by respondents to
computers and the Internet to Georgia's
continued economic and social development;

3) The potential utilization by respondents of
the telecommunications and Internet
services which would be provided by i-
world’'s proposed Internet-based
Communications Centers;

4) The respondents’ willingness and financial
ability to utilize the Communications
Centers’ fee—-based Internet and
telecommunications services at varying
proposed rate structures;

5) The importance attached by respondents to
the Georgian government and/or other
public/private entities providing computers



0000000000350 0000000000000000000000000000000°

and access to the Internet to Georgian
schoolchildren;

iii) Market Survey Results
The Market Survey of 5,934 Georgian households provided
considerable information concerning Computer and Internet
usage in Georgia.2 The following is intended to provide an

overview of the Market Survey’s actual results.’

1) Number of Phone Lines Per Household

One-======w=m—=~ 63%
More than one-- 5%
None------~---- 32%

{The Survey demonstrated a higher teledensity rate than
reported by the Ministry of Telecommunications.}

2) Email Access Per Household
One or More Accounts——---5%

3) Highest level of Education Completed
Elementary/Secondary--- 35%

University------------- 57%
Advanced-----—————=—-—=== 3%
None~--—----=--————~=——w—- 3%

4) Number of Televisions in Household

5) Computers Per Household
One ---=-=-----vec-- ——vwo- 8%

2 The 5,934 hard- copy, completed questionnaires that set forth the

regaondents’ responses to seventy-six questions are stored in a secure i-
world facility.

2 The numbered questions (and responses) set forth herein do not
necessarily correspond to the order that the question was asked in the

Questionnaire.
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6) Internet Access From Household

7) Computer Utilization at Home By School-age
Children ?

8) Computer Utilization in School or University
by Children in Household?

9) Internet Usage Per Household?

Daily--=-===--=--==-=—- 2%
1-3 Times Per Week--- 4%
Occasionally--------- 4

Never------—-=—==—————- 90%

10) Access to Computer in Respondent’s Office?
Yes---—----mm———————- 17%

11) Office Computers Connected to Internet?

Yes----mmmmmme e 13&
No-~-=—===——-——mmmm - 40%
Not Applicable--------- 47%

12) History of Internet Usage

13)Do you Believe that the Internet is a
Valuable Educational Tool?

Definitely---=----—----- 51%
Somewhat------==—---—--- 34%
Do not Know----—w==-——- 9%
Not Really--------=-==--- 4%
Definitely Not---------- 2%




14) How Important Do You Think it is For
Georgian Children to Have Computer Education?

Extremely Important------- 52%
Very Important--------—--- 31%
Somewhat—-—=—==~—~= e e e——— 10%
Not That Important-------- 5%
Unimportant------—-----c—- 25

15)How Important Do You Think it is For Georgian
Children To Have Access to the Internet as Part
of their Education?

Extremely Important-----49%
Very Important---------- 31%
Somewhat--~-----------—- 11%
Not That Important------ 6%
Unimportant---------=-~- 3%

16) At What Educational Level Do You Think
Computer Education Should Begin?
As early as Possible----38%

Elementary School--=----- 52%
Secondary School-~-—-=---- 10%

17) Do you agree That Providing Computer/Internet
Training Should Be Significant Priority
Of the Georgian Government?

Strongly Agree----------~ 46%
Agree~-—=—---w--vocwenow— 40%
Do not care-----—-——----—-- 9%
Disagree-~------—-—-—-—-—-———- 4%
Strongly Disagree------- 1%

18) If Internet/Computer Centers were Located Near
Your Home Would You use These Facilities?

Definitely-------------- 42%
Probably-----==-----=-c-- 34%
Sometimes~---==—--—--——--- 12%
Not at all-------—---=--- 14%

Internet------------w--- 53%

Fax-—-==-====-----rcemee——~— 17%

Word Processing-~----—==- 7%

Computer Training------- 23%
53
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20) For Which Service Would You Most Likely
Pay an Hourly Charge?

Internet-------------————- 51%
Fax-——======c—-———me e 10%
Computer Training------ == 9%
Internet Purchases------- 21%
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21) How Much Would You Be Willing to Pay Per Hour
Internet Access/Computer Time?

2 Lari-—==—===cccccae e - a3
1.0 Lari-==—==——crmmmmee e 19
5 Lari---———==———+—————u 40%
Could Not pay at all---- 55%

While it is clear that, while an overwhelming
prercentage of the Georgian respondents would be desirous to
utilize the various Internet-based telecommunications and/or
computer services contemplated by the communications centers,
the venture could not be undertaken on a commercial basis.
Approximately 95% of the respondents indicated either their
complete inability to pay for the services or their ability to
pay a $.25 per hour rate.

Comparable Internet access facilities are offered in
England, Western Europe and the United states at rates ranging
from $18.00 per hour - -at many urban Kinko sites- - to an
average $1.70 per hour at the EasyEverything Internet Cafes
throughout Great Britain and Western Europe.’ Even assuming a
financial participation from a donor government, NGO and/or
the commercial sector, profitability would not be a realistic
goal.

i The EasyEverything Internet Cafes hourly Internet access rates are set
according to user demand which is usually determined by the time of day.
Voice communications services are also provided, presently only at the
EasyEverything Cafes in Berlin and New York, by DeltaThree, a Voice Over
Internet telephony company. Calling rates for domestic and international
long distance calls are highly competitive.
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2) Potential Role of the Georgian, United States and
Other Governments

An integral aspect of the Feasibility Study was to
ascertain the level of potential support, if any, for the
Project through financing and/or in-kind services from the
Georgian, United States and other governmental entities.
Particularly, i-world sought to determine whether these and
other governmental institutions would support what was
presented as, in effect, a "mixed use"“ enterprise, that is, a
venture with both commercial and not- for- profit components.
The following summarizes i-world’s activities in this regard.

a) The Georgian Government

i-world’s management was able to meet with all
relevant Georgian governmental officials including President
Shevardnadze and Chairman of the Georgian Parliament, Zurab
Zvania. Additionally, i-world’'s President met with the
following ranking Georgian governmental officials - as well as
additional members of their respective staffs- -during the
Feasibility Study period- - May-December, 2000.

i) Irakli Meningarishvili— -Foreign Minister.

ii) Nedo Nogeashvili-- Minister of Finance.

iii) Alexandre Kartozia -- Minister of Education.

iv) David Mirtskhulava- - Minister of Energy and
Member of Information Society Development
Committee.

v) Peter Mamadze --President’s Chief of Staff.

vi) Vladimir Sanadze--Deputy Minister of Education
vii) Peter Tsiskarishvili— -Member of Parliament and
Chief of Staff of the Parliament’s Chairman

viii) Z2urab Tskitishvili—-Member of Parliament and
Chairman, Information Society Development
Committee.

ix) David Tarkhan-Mouravi—Deputy Chairman of
Development Committee, and Head of Georgian
Informatization Department.

x) Temuraz Kancheli—~ -Manager of World Bank
Project “Georgian Gateway.”
xi) Kakha Imnadze—Head of Georgian State Information
55
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Member of Information Society Development.

xii) Konstantin Adeishvili- -Minister of Transport
and Telecommunications

xiii)Konstantin Esakia— ~-former Minister Of
Communications

xiv) Levan Berzenishvili— -Director of Georgian
National Library and Member of Information
Society Development Committee.

xv) Konstantin Zaldanatishvili--Georgian
Ambassador to the European Union.

xv) Konstantin Gabashvili—Georgian
Ambassador to Germany.

xvii) Temuraz Mamatsashvili— -Georgian
Ambassador to the United Kingdom.

xviii)Tedo Japaridze—Georgian Ambassador to the

United States and Canada.

xix) Valery Chechelashvili— -former Deputy Foreign
Minister, Director General Black Sea Economic
Conference.

i-world’s objectives were generally met with enthusiasm
from most of the governmental officials listed above. A number
of these office holders were concerned that i-world’'s
involvement in the Georgian Internet and telecommunications
sectors might “impinge’, in some manner, on their Internet
jurisdictional authority. For the most part, these concerns
were neutralized by i-world management directly or through the
intervention of the Office of the President.

With respect to potential financial assistance, however -
- or the provision of in-kind services---it became readily
apparent that the Georgian central and regional governmental
authorities would not be able to offer any assistance other
than through the Ministry of Education’s provision of
facilities to i-world— -free of charge - -in the elementary
and secondary schools within the Ministry’s country-wide
system. The Georgian government’s inability to participate,
particularly, in the not-for- profit component of i-world’s
undertaking is, of course, directly related to the dire
economic conditions prevalent throughout the country as
exacerbated by the energy crisis during the winter of 2000.
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b) The United States Government

i-world management has had discussions with
representatives of the Export -Import Bank and the Overseas
Private Investment Corporation (“OPIC”). While financial
guarantees and other forms of assistance might be available
to i-world and/or the Georgian government to guarantee payment
for U.S. manufactured computers and software, such aid would
not offset annual and recurring operating losses were the
venture to go forward as initially anticipated. i-world
management believes that an investment from OPIOC-sponsored
investment programs would not be available in light of the
projected operating losses.

i-world does anticipate, however, based on recent
discussions with members of the staff of the Office of the
Coordinator of U.S. Assistance to the NIS, that The
Transcaucasus Foundation - - as a U.S. not- for -profit
undertaking~ - would qualify for financial and other forms of
direct and indirect governmental assistance. Such aid could be
obtained from numerous sources, including directly from USAID,
in the form of direct financial grants and/or a wide variety
of grants and in-kind services. Financial and other aid would
be available including assistance from U.S. assistance
programs, including, for example, English language teacher
training programs.

c) Commercial and Internet Industry Issues

i~-world management met with representatives of
numerous Internet companies in the United States (including
Time Warner) as well as with the leading Internet and other
multi-national companies in Georgia- -including Coca-Cola and
MacDonalds. None of these companies had an interest in
becoming involved with the venture -—as initially
contemplated. For example, none of these companies believed
that banner advertising would be productive in Georgia given
the present limited Georgian computer/Internet penetration and
limited spending power. Even assuming significant consumer
utilization of the communications centers, advertising would
still not be considered by these companies.

i-world management anticipates, however, that many of
these commercial entities will offer a more favorable response
to a request for assistance from The Transcaucasus Foundation—
as a non-profit venture.
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c) NGO and International Involvement

Given time constraints, i-world management has not
had the opportunity to meet with many representatives of U.S.
and international NGO’'s. Of course, while NGO’'s would not
participate in the financing of a private business venture,
assistance might be readily forthcoming for the Transcauscasus
Foundation. A member of the Board of Directors of the
Foundation, Richard Walden, Esqg., has been the President for
thirteen years of Operation USA, a leading international
assistance group with tax-exempt NGO status. i-world believes
that Mr. Walden’'s participation in the Foundation’s activities
will be invaluable and will lead to sources of potential

. financing and co-ventures with established non-profit

organizations.

Similarly, while foreign governments would not make
financial resources available to a for -profit U.S.
corporation, it is very likely that they would provide
financial and other assistance either to the Foundation
directly and/or to a Georgian NGO affiliate of the Foundation.
This affiliate was incorporated in Tbilisi in late December,
2000. Based on meetings in Brussels and Berlin with the
Georgian Ambassadors to the European Union and Germany, i-
world believes that financial aid to the Foundation’s Georgian
affiliate will be forthcoming in the years 2001 and 2002.
Management does not believe, however, that financial
assistance will be forthcoming from the United Kingdom based
on numerous meetings with the Georgian Ambassador (and others)
in London.

d) Shareholder/Investor Participation and
Availability of Equity/Debt Financing

Based on the findings of the Feasibility Study
shareholder and/or investor participation will not be
available. In August, 2000, one of i-world’s investment
banker, Adam Goodfriend, of Bank of America (New York), met in
Tbilisi with Georgian President Shevardnadze, Chairman of the
Georgian Parliament Zvania and the Georgian Finance Minister.
These meetings, in conjunction with earlier governmental
meetings with Company management, led irrevocably to the
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conclusion that financing, of any type, would not be
forthcoming for i-world’s original Business Plan in light of
the anticipated results of the Feasibility study and,
particularly, the Market Survey.
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VI. VIABILTY AS A COMMERCIAL ENTERPRISE

For the reasons discussed above and summarized
herein, i-world’s management and shareholders have concluded
that the Company’s original Business Plan is not commercially
viable for, inter alia, the following reasons:

l)Lack of Disposable Income

The Market Survey demonstrated that there was
insufficient “disposable income" within the population to
enable those who actually would utilize the communications
centers’ facilities to pay for the services provided. A low
per capita spending power was certainly anticipated by i-
world; however, the Company had not been able to obtain
reliable statistical information- -—prior to the results of
the Market Survey- —that provided data other than in anecdotal
form. The Market Survey demonstrated that the population would
not be able to utilize the communications centers on a for fee
basis without sacrificing certain basic essentials, including
payments for food, electricity and supplemental payments to
schoolteachers.

The Market Survey also revealed that it was not a
question of “how much” the population was willing to pay for a
specific Internet-based service (e.g., one hour of Internet
access), but rather that it could not pay anything for that
service without a commensurate sacrifice to an existing—albeit
basic- - standard of living.

2) Electricity Shortages

As this Final report is prepared, Georgia is in
the grips of its annual winter energy shortages. Most Tbilisi
neighborhoods and households receive electricity for two hours
in the morning and four in the evening. Gas supplies are
virtually non-existent and most business must rely of
generators to supply electricity. Outside of Tbilisi the
situation is even worse with many areas receiving, barely an
hour or two of electricity per day—if at all. This year’'s
dispute as to “responsibility” centers around three usual
suspects: 1) poor planning and lack of sufficient residential
meter installations by AES (the American owner of the Tbilisi
electricity distribution company); 2) the “Russians’”; and 3)

60




000000000000 00000000000000000000800000000%00

governmental corruption. It is probably a combination of all
three factors that have resulted in this abysmal situation.

What is certain, however, is that it would be virtually
impossible to provide Internet access to the communications
centers- -on a for profit basis-- without a reliable and cost
effective source of electricity. The Company'’s Georgian ISP
partner, SANET, has seen its business fall by a margin of
almost 30% this winter as its subscribers’ access to the
Internet is limited and often actually precluded for long
periods of time by the absence of a power supply.

Meetings with the Ministers of Education and Energy made
it clear that "preferential’” treatment could not be accorded
to the elementary or secondary schools in which the
communications centers would be located.

3) Telecommunications Infrastructure

While the Georgian telecommunications system is
antiquated and often unreliable it would not impose an
impediment to the Business Plan contemplated by i-world or
the not-for profit activities planned by the Foundation. While
“dial up” Internet access often results in broken connections,
provision of cost effective T-1 lines would minimize these
issues.

4) Governmental Financing

The Georgian government has informed i-world,
unequivocally, that its will not be able to provide financing,
in any amount, to the Project nor to provide in-kind services
other than space for the centers’ operations in the designated
elementary and secondary schools. Similarly, U.S. government
assistance is not available to a for-profit entity as
contemplated by i-world. Without a source of assured and on-
going revenue to offset the Project’s anticipated and
recurring operating losses, the project cannot be undertaken
as a commercial enterprise.

5) Transparency
i-world management has not encountered any

problems, whatsocever, maintaining complete transparency of its
proposed business operations in Georgia. As a not-for-profit
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U.S8. NGO, it similarly does not anticipate any problems in
this area.
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VII. CONCLUSIONS AND RECOMMENDATIONS

1) Introduction

The following is intended to set forth the
Conclusions reached by i-world’s management and
Recommendations to the Ministry of Education concerning
alternative methods that could implement the “Internet in the
Schools” program. '

2) Conclusions

1) While computer penetration is currently less than 8%
throughout Georgia, prevailing demand- - within all sectors
of the population - -is very high for Internet-ready
computers, cost-effective Internet access and
computer/English language instructional programs;

2) The Georgian population does not presently have the
available “disposable” income to utilize the fee-based
Internet and other telecommunications services contemplated
by the for profit component of i-world’s Communications
Centers. It would be entirely unrealistic to assume that the
population would be able to make such expenditures anytime
in the near future given the present Georgian economic and
political environment. The amount of fee income necessary
to offset the Company’s fixed and variable operating costs
and yield even minimal profit to i-world’s investors would
not be available.

3) The Georgian population— =-urban and rural-- is strongly
(95%) in favor of the provision of Internet-ready computers
to Georgian schoolchildren. Equally, 92% of the sampled
population- -5,934 households throughout the country— -
stated that Internet- ready computers and affordable access
to the Internet were critical to the country'’'s economic,
social and political development.

4) There are no regulatory issues that would delay the
implementation of the Internet in the schools Project. i-
world’s Georgian telecom/ISP partner, SANET, presently has
all necessary licenses to provide ISP and
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telecommunications services to the country’s elementary
schools;

5) The existing, basically Soviet-times telecommunications
infrastructure is highly unreliable and often incapable of
providing adequate “last mile” services to residential
households and business establishments. This, of course,
makes reliable Internet access difficulty to sustain. Then
infrastructure is, however, able to handle the incremental
increased capacity of providing Internet access to the
proposed communications centers in the country’s elementary
and secondary schools. Dial-up and/or leased lines are
sufficiently available for the Project’s limited purposes
Similarly, there would be no difficulty in providing
internet access to the elementary schools should the
Internet in the Schools project be implemented in the manner
suggested herein;

6) Current and sustained shortages preclude the operation
of the Communications Centers on a for-profit basis since
electricity can only be “assured” for a few hours each day.

7) There is a significant demand for computer education and
English language instruction in the schools;

8) While the Georgian government is completely supportive
of i-world and ITS objectives, it cannot provide financial
or other form of in-kind assistance;

9) The Ministry of Education provided its complete
cooperation and total transparency prevailed.

Based on the above, and, particularly, i-world’s in-
country Market Survey, i-world’s shareholders have determined
that it would not be feasible to make an equity investment in
the Project and that the Project does not, at present,
constitute a viable commercial enterprise.

Based on the results of the Feasibility Study, i-world is
recommending to the Georgian Ministry of Education and USTDA
that, in light of prevailing economic circumstances, it would
be inadvisable for i-world and its shareholders to proceed as
originally intended, that is, to undertake the project as a
commercial and for-profit undertaking. i-world is also
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informing the Ministry and USTDA that, in order to carry out
this venture, i-world management has formed a new vehicle, The
Transcaucasus Foundation, Inc. (the “Foundation”), a not-for-
profit and Internal Revenue Service (“IRS"”) tax-exempt,

501 (C) (3) corporation.

The Foundation will be headed by General John Shalikashvili
(ret.), former German Foreign Minister Genscher, former United
States Congressman Jack Buechner. The Foundation will feature
a highly qualified executive management team and a Board of
Advisors comprised of prominent businessmen, educators and
former political office holders.

The Foundation will be the vehicle that executes the
Internet program in Georgia and, subsequently initiates
activities in Azerbaijan and other countries. The Foundation’s
objectives, primarily the Georgian and Azeri “Internet in the
Schools” programs, will be implemented by U.S. and local
management with the participation of each country’s respective
Ministry of Education and private sector Internet service
providers.

i-world anticipates that the Foundation will proceed as
follows in Georgia immediately upon successful conclusion of
its initial funding requirements:

B A U.S.-led management team will have the responsibility
of implementing policy initiatives set by the
Foundation’s Board of Directors and will oversee all
expenditures. The inclusion of local management is
essential and will reflect these Georgians’ experience
in the Internet and telecommunications industries. (For
example, there are a number of very talented individuals
in the Georgian Internet sector and their involvement
will be actively enlisted.)

B The Foundation’s expectations and definitions of
“success” will be realistic, relatively modest and
relevant to the uniquely difficult circumstances in
which Georgia and Azerbaijan find themselves today.
Obviously, to successfully implement any effort in these
countries is complicated and will involve the resolution
of numerous inter-related political, economic and social
factors. i-world anticipates that there will be very
real limitations on what the Foundation can accomplish-
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-notwithstanding good intentions and level of available
financing.

i-world has retained a small core Georgian staff and
intends to establish a pilot project in Tbilisi as soon as
preliminary financing can be obtained for the Foundation. The
Foundation will seek initial financing from a wide variety of
public and private sources in an amount sufficient to cover a
three-year operating period. Staged financing will enable i-
world to, among other things, construct, equip and operate the
program in a number of Tbilisi schools over the three year
period and initiate preliminary activities in Azerbaijan as
soon as practicable.

Potential sources of funding include U.S. and multi-
national corporations, the U.S. and other donor governments
(including Germany, the European Union and Japan), multi-
lateral financial institutions and/or worldwide philanthropic
groups.

3) Additional Recommendations

The following is intended to outline additional
recommendations to the Ministry of Education concerning the
manner in which the Internet in the Schools Project could be
implemented with and/or without i-world and/or the
Foundation’s participation.

B The Georgian government could determine that its
national interests required its funding of the
Internet in the Schools Project. To implement the
Project, new sources of potential financing could
be obtained, for example, through a new universal
service tax on all telecommunications usage in
Georgia.

B The Georgian government could determine that it
will devote an extraordinary effort to secure
financing from donor governments and/or
international institutions and that is will
provide sufficient resources to achieve this
objective.




B The Georgian government could make a formal
request to the World Bank to reallocate a small
percentage of the ten-year loan package to ensure
Internet and computer training in Georgian
schools.

B Alternatively, it could seek a new loan package
specifically to meet this objective, perhaps, as
component of a computer learning program similar
to the one recently initiated in Russia. (See
Exhibit F.)

a
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June 5th 2000

Outlook for 2000-01

The political scene

Economic policy

The domestic economy

Foreign trade and
payments

Outlook for 200001

Summary

June 2000
Georgia

Following his re-election as president on April 9th, and after the landslide
victory of his ruling Citizens Union of Georgia (CUG) in the parliamentary
election of October 1999, Eduard Shevardnadze is well positioned to pursue his
stated aims of speeding up reform, rooting out corruption and building closer
ties with the West. However, changes made to his government since the
election do not signal a clear move towards far-reaching reform. Where the
president will be more decisive is in pushing the country towards closer ties
with the West. As a result of an improvement in regional demand and a pick-
up in investment activity, real GDP growth will accelerate to 6% in 2000, from
3% in 1999, driven by the industrial sector. Following a surge in average
inflation in 1999, as a result of the devaluation of the lari in late 1998,
inflation will fall to an average rate of 4.1% in 2000, helped by a stable
currency. Exports will grow strongly, owing to improved regional demand, and
imports will also recover. The EIU forecasts a slight narrowing of the trade and
current-account deficits in 2000, before they widen again in 2001 as imports
once again outstrip exports.

Mr Shevardnadze easily won re-election, although the electoral process was
tarnished. Continuing his policy of balancing power between the liberal, pro-

. Western wing of the ruling CUG and the more interventionist, pro-Russian

wing, Mr Shevardnadze has appointed a relatively unknown outsider, Giorgi
Arsenishvili, as his state minister. The government has been reduced in size.

Revenue collection will continue to be a problem in 2000. This will be
counterbalanced by looser monetary policy. The latest cut in the refinancing
rate brought it to 26% in April 2000, compared with 34% at the end of 1999.

¢ Real GDP growth strengthened to 4.4% year on year in the first quarter of
2000, largely as a result of 14.1% year-on-year growth of industrial output.

¢ Prices fell in the first four months of 2000, mainly owing to seasonal
declines in food prices. The exchange rate has remained stable at around
Lari2:US$1 in the first quarter.

The trade deficit continued to narrow in the first quarter of 2000, with exports
(on a customs basis) growing by 62% and imports by 10%.

Armenia

The battle for power between the president, Robert Kocharian, and the
parliamentary majority, the Unity alliance, will continue. The appointment of
Andranik Markarian as prime minister is likely to be a short-term measure.

EIU Country Report June 2000

© The Economist intelfigence Unit Limited 2000
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The political scene

Economic policy -

The domestic economy

Foreign trade and Exports in the first Quarter of 2000 fell slightly, by around 1.29%; unpom
payments showed a strong recovery.
Editor: Veronica Kalema
Editorial closing date: June 5th 2000 o
All queries:  Tel: (44.20) 7830 1007 E-mail: london@eiu.com
Next report:  Full schedule on www.eiu.com/schedule
EIU Country Report june 2000

There are increasing calls for the president to resign, and to avoid g
try to force a dissolution of parliament. In any case political instab
persist. Despite receiving a boost from stronger regional growth, ‘_
growth is expected to stay at 3% in 2000 because of the ongoing’
uncertainty. The current-account deficit will widen again in 200001, q

slow export growth. Although the dram will remain stable in nominaj
inflation will rise in 2000-01.

Mr Kocharian responded to calls for his impeachment by sacking the:
minister. This caused the Unity alliance to reconsider its stance, "
struggle for overall control of Armenian politics will continue., The attenca

assassination of Arkadi Gukasian, the president of Nagorny Kamnth,
halted the negotiations over the status of the enclave.

The failure of parliament to approve the privatisation of Armenia’s four
distribution companies has delayed the disbursement of the World Bank’s
tranche of structural adjustment credit-3, and will jeopardise the start of 3
credit (SAC-4) worth US$45m. After a period of tight monetary policy in
there has been an easing in 2000, with the refinancing rate coming M
26% in April, from 43% at end-1999.

Following a fall by 2.2% year on year in the fourth quarter of 1999
GDP growth recovered to some extent in the first quarter of 2000, when
recorded an increase of 1.3% year on year. ,

¢ Inflation has fallen, owing to a seasonal fall in food prices, to 0.4% year

year in March. The currency remained stable in the first quarter of 2000, -

© The Economist Inteligence Unit Limited 2000




Georgia 5
Georgia
Political structure
Official name  Georgia
Form of state  Georgia was an independent republic between 1918 and 1921, but in 1921 it was
incorporated into the Soviet Union, from which it declared its independence in April
1991. The Abkhazian and South Ossetian autonomous republics, created in 1922, have
both declared their independence from Georgia, but this is not internationally
recognised. A new constitution was approved in August 1995, which reinforces the
presidential-democratic form of government, providing for a strong executive branch
and a unicameral 235-seat parliament. A constitutional court met for the first time in
late 1996. The constitution does not address the status of Abkhazia or South Ossetia
~ National legislature  The Republican Council, with 235 members, 150 elected by party list and 85 by single
member districts
National elections  Late 2003 (legislative); April 2005 (presidential)
National government The president appoints the cabinet, subject to individual approval by the legislature
Head of state  President, currently Eduard Shevardnadze, elected by popular vote on April 9th 2000
Main political parties  Citizens Union of Georgia (CUG, ruling party); Union of Democratic Revival; National
Democratic Party (main opposition); United Republican Party; Union of Georgian
Traditionalists; United Communist Party; Socialist Party; Labour Party; Christian
Democratic Union; Industry will Save Georgia
President Eduard Shevardnadze
State minister with authority
over other ministers Giorgi Arsenishvili
Speaker of parliament Zurab Zhvania
Key ministers Agriculture & food Bakur Gulua
Defence David Tevzadze
Economy Vano Chkhartishvili
Education Alexandre Kartozia
Environment & natural resources Nino Chkhobadze
Finance - Zurab Nogaideli
Foreign affairs Irakli Menagarishvili
Fuel & energy David Mirtskhulava
Health Avtandil Dzhorbenadze
Industry Badri Shoshitaishvili
Interior Kakha Targamadze
Justice Joni Ketsuriani -
Labour Tengiz Gazdeliani
Security Vakhtang Kutateladze
State property Mikhael Ukleba
Taxation Mikheil Machavariani
Transport Merab Adeishvili
Without portfolio Malkhaz Kakabadze
Central bank chairman  Irakli Managadze .
EIU Country Report june 2000 © The Economist intefligence Unit Limited 2000




Economic structure

Annual indicators

1995 1996 1997
GDP at market prices? (Lari m) 3,137.0 4,543.9 6,394.0
GDP? (USS$ bn) 2.4 3.6 4.9
GDP (US$ bn at PPP) 1.0 1.2 1.3
Real GDP growth (%) 2.4 11.4 13
Consumer price inflation (%)
Average 162.7 394 71
Year-end 57.4 13.8 7.2
Population (m) 5.35 5.35b 5.35b
Merchandise exports fob® (US$ m) 290 372 230
Merchandise imports cif? (US$ m) 711 686 931
Current-account balance? (US$ m) -364 ~295 —499
Total external debt (US$ m) 1,150 1,348 1,509
Exchange rate (av; Lari:US$) 1.29 1.26 1.30

June 2th 2000  Lari1.985:Us$1

Origins of gross domestic product 1999 % of total

Components of gross domestic product 1997

Agriculture 28.0 Consumption

Industry 13.0 Gross fixed investment

Transport & communications 6.3 Change in stocks

Trade 9.1 Net exports of goods & services
Total incl others 100.0 GDP

Principal exports 1999 % of total Principal imports 1999

Metals (indl ferro alloys, precious & scrap metals) 23.5 Oil & petroleum products

Food, drink & tobacco products : 17.0 Food, drink & tobacco products
Chemicals 4.8 Machinery

Main destinations of exports 1999 % of total Main origins of imports 1999
Russia 18.7 Russia
Turkey 15.8 Turkey
Azerbaijan 8.1 us
Armenia 6.3 Azerbaijan
Ev 19.9 EU

2 TACIS, Georgian Economic Trends estimates. P EIU estimate.

EIU Country Report june 2000 © The Economist Intelligence Unit Limited 2000




Georgia 7
Quarterly indicators
1998 1999
1Qtr 2 Qtr 3 Qtr 4 Qtr 1Qtr 2Qtr . 3Qtr 4 Qtr
Government finance (Lari m) '
Revenue & grants 154.82 143.12 153.33 176.05 129.30 176.70 176.30 n/a
expenditure & net lending 182.59 203.07 219.72 159.65 161.20 234.60 277.50 n/a
Balance -27.77 ~59.95 -66.39 16.40 -31.90 -57.90 -101.20 n/a
Prices
Consumer prices (1998=100) 100.9 100.5 96.4 102.2 118.0 121.0 117.0 n/a
9% change, year on year 59 3.8 1.0 3.5 16.9 20.4 21.4 n/a
producer prices (1998=100) 99.6 99.8 101.8 98.8 113.8 112.6 114.5 n/a
Financdial indicators
Exchange rate
Lari:US$ (av) 1.328 1.341 1.350 1.540 2.210 2.063 1.875 1.950
Lari:US$ (end-period) 1.335 1.348 1.364 1.800 2.205 1.940 1.852 1.930
Interest rates (av; %)
Deposit 19.00 15.33 17.33 16.33 13.67 16.67 15.67 12.33
Deposit (foreign currency) 16.67 16.33 14.33 15.67 15.33 15.67 - 14.33 13.00
Lending 45.67 50.00 47.33 41.00 37.00 37.00 30.67 29.00
Lending (foreign currency) 45.33 46.33 45.00 '50.33 46.67 45.33 40.67 39.00
Money market 38.54 27.60 34.31 72.60 40.00 37.00 31.33 30.13
M1 (end-period; Lari m) 254.06 266.06 239.27 250.67 24210 247.39 277.47 275.62
. % change, year on year 29.6 311 4.1 -10.0 4.7 -7.0 16.0 10.0
M2 (end-period; Lari m) 360.52 387.46 352.34 369.30 406.31 415.22 44515 447.06
% change, year on year 45.1 424 5.0 -1.1 12.7 7.2 26.3 21
Sectoral trends
Electricity production (kwh m) 2,035 2,085 1,903 2,065 1,868 2,103 n/a n/a
Foreign trade® (US$ m)
Goods: exports fob 62.5 86.9 77.2 73.1 27.5 558 66.1 78.8
Goods: imports cif -244.9 -297.3 -312.6 -279.7 -137.3 -152.5 -143.4 -152.7
Trade balance -182.4 -210.4 . -2354 -206.6 -99.8 96.7 -77.3 -73.9
Foreign payments (US$ m)
Merchandise trade balance -182.3 -169.7 -213.7 -194.6 nfa n/a n/a n/a
Services balance . -19.6 -89 -7.7 -18.9 n/a nfa n/a n/a
Income balance 44.0 48.1 48.1 50.6 n/a nfa n/a nfa
Current-account balance © -104.4 -82.6 -11.4 -118.0 n/a n/a n/a nfa
Reserves excl gold
(end-period) 167.65 138.40 129.98 122.99 103.23 94.21 170.76 132.39
2 Balance-of-payments basis.

Sources: TACIS, Georgian Economic Trends; IMF, International Finoncial Statistics.
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Domestic 'politics

Outlook for 2000-01

Political forecast

As expected, Eduard Shevardnadze was re-elected as Georgia’s president on
April 9th. After the landslide victory of his ruling Citizens Union of Georgia
(CUG) in the parliamentary election in October 1999, Mr Shevardnadze is now
better positioned to pursue his stated aims of accelerating economic reform
and reorienting the country more towards the West.

Mr Shevardnadze has initiated personnel changes and has reduced the size of
the government. The merging of the economic ministries makes good sense
and should provide for more coherent economic policies. However, the
changes are not as fundamental as many hoped for and do not signal a clear
move towards far-reaching reform. Instead, the appointments Mr Shevardnadze
has made to his new government suggest that what remains uppermost in his
mind is ensuring a balance between the two main strands of the CUG, one pro-
Western and pro-reform and the other favouring a more interventionist
approach. The appointment of a new minister without portfolio, concerned
primarily with conflict resolution, is a positive step in this direction.

Mr Shevardnadze will be more decisive in pushing the country towards closer
ties with the West. During his election campaign he stated that he would use
his five-year term to try to secure membership of NATO for Georgia. Already
his approaches to NATO have been received more positively than has hitherto
been the case. However, while it may be in Georgia’s strategic interest to seek
closer ties with the West, Mr Shevardnadze will want to put relations with
Russia on a more friendly footing.

Mr Shevardnadze is looking to the Organisation for Security and Co-operation
in Europe (OSCE) to be the main arbiter in resolving the conflicts that have
plagued Georgia since independence. The OSCE is likely to prove more success-
ful than the UN, particularly in Abkhazia. However, the UN’s military observers
will not be leaving the conflict zone, and the OSCE will find it difficult to
negotiate an equal footing with the UN in what is scheduled to become a joint
operation. Progress towards a full settlement to the conflict will continue to be
slow, and renewed violence during the coming months cannot be ruled out.

Following the codification of Adzharia’s autonomous status into the consti-
tution, relations between the central government in Thilisi and the regions of
the country not affected by conflict will improve. During the final stages of the
election campaign Mr Shevardnadze held a meeting with Aslan Abashidze, the
Adzharian leader, and promised him a number of constitutional concessions.
Mr Abashidze pulled out of the presidential election two days before polling
day and appears keen to mend fences with Mr Shevardnadze and the CUG.
This improvement in relations will bring economic as well as political benefits.
In return for gaining full autonomous status for his region, Mr Abashidze has
promised to transfer more of Adzharia’s revenue to the central budget. If the
corruption prevalent in the customs posts on the border with Turkey is also
tackled, Georgia’s revenue intake could improve significantly.

EIU Country Report june 2000
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Inflation

High oil prices, which we forecast will average US$24.50/barrel in 2000 and
US$20/b in 2001 for Dated Brent crude, will be a source of inflationary
pressure. However, the Georgian economy will benefit from stronger regional
and global growth.

After a very poor second half of 1998 and early 1999, performance in the
transition region picked up in the second part of the year. The better than
expected performance was in part attributable to recovery in the Russian
economy, which has proceeded at a much faster pace than expected. In
addition, the impact of the Kosovo crisis on the economies of the surrounding
countries was less severe than we had foreseen. We have therefore revised
upwards our forecasts for the east-central Furopean region in 2000—with
growth expected to average 3.9%, compared with 2.3% in 1999. The Russian
economy, Georgia’s main export market, seems set to exceed the performance
of 1999, when real GDP increased by 3.2%.

Despite OPEC's decision at the end of March 2000 to increase its production
limits, oil prices have remained high in the second quarter, owing to high
global demand. Nevertheless they are expected to ease during the remainder of
this year. In 2001 average oil prices will fall by around 20%, as a result of the
expected slowdown of the US economy and higher global oil production.

Real GDP grew by 4.4% year on year in the first quarter, largely as a result of
fast industrial output growth, which reached 14.1% year on year. Stronger
regional demand, lower interest rates and faster progress on structural reforms,
in particular privatisation, will propel real GDP growth to around 6% in 2000.
In 2001 real GDP will be given a boost by increasing foreign direct investment
related to the expected start of the construction of the Baku-Ceyhan pipeline—
carrying oil from the Caspian via Georgia to the Turkish Mediterranean Sea
port of Ceyhan—and is forecast to expand by 7%.

Georgia: forecast summary
(US$ m unless otherwise indicated)

19982 1999° 2000° 2001¢
Real GDP (% change) 29 3.02 6.0 7.0
Consumer price inflation (%)
Average 3.6 19.22 4.1 5.0
Year-end 10.7 11.0° 43 4.8
Merchandise exports fob 300.1 345.1 414.1 455.6
Merchandise imports fob 1,060.4 795.3 894.7 1073.7
Current-account balance —416.3 -1213 -127.1 -239.3
% of GDP -8.5 -2.9 -2.8 -4.8
Exchange rate (av; Lari:US$) 1.39 2.02 1.99 2.06
Exchange rate (year-end; Lari:US$) 1.80 1.93 2.05 2n

3 Actual. ® EIU estimates. € EIU forecasts.

Prices have fallen month on month since February, mainly because of the
seasonal decline in food prices. With the exchange rate remaining stable, the
main source of inflation in 2000 will come from the rise in global oil prices and
from increases in regulated prices. Inflation in 2000 is officially forecast at

000.0000_‘Q.0..0000..‘.00OOQ.QQ.Q...O..O.Q{O’O

EU Country Report june 2000

© The Economist intelligence Unit Limited 2000




Exchange rates

External sector

Mr Shevardnadze is-
re-elected

The polls are marred

6-9%. However, we forecast that the average rate will be lower, at 4.1%. Average
inflation will rise to around 5% in 2001 as consumer demand strengthens.

In the first quarter of 2000 the trend of fast export growth has continued.,
Having fallen by around 40% in 1999 (on a customs basis), imports also started
to recover. According to the State Statistical Department, recorded export

2000-01. Imports will also recover as a result of a pick-up in consumer demand
and investment activity. The trade and current-account deficits are expected to
narrow slightly as a percentage of GDP in 2000, before widening in 2001 as
imports increase more rapidly because of stronger consumer demand,

The political scene

(CEC) gave Mr Shevardnadze 79% of the vote, with the nearest challenger,
Jumber Patiashvili, receiving only 16.6%. Four other candidates gained less
than 1% of the vote between them. The turnout was officially 75.8%. Through-

doubt. The leader of Adzharia, Aslan Abashidze, was considered the most
serious challenger to the incumbent, but withdrew his candidature on the eve
of polling, having been promised that Adzharia would have its autonomous

‘status enshrined in the constitution,

area where the election was found wanting was in the turnout figures. It was
widely acknowledged that voter apathy was strong, and in view of the
incumbent’s lead in opinion polls there appeared little reason for the electorate
to vote. Government insiders have admitted that the turnout was probably
closer to 50% than the 75.8% announced by the CEC. It appears that the CEC

-_
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A new state minister and
government are appointed

The budget battles rages

may have inflated figures, fearing the turnout would fall below th
threshold necessary for the election to be considered valid.

One consequence of the poor conduct of the election has been a call
international community for the country’s election-related legislation to;
rewritten, something that the speaker of parliament, Zurab Zhvania,
promised to do. Georgia is scheduled to hold elections for city mayors ;
regional governors in 2001 and the legislation should be in place before then;

Mr Shevardnadze made some changes to his government following his
election. The new state minister is the governor of Kakheti in the eastern p
of the country, Giorgi Arsenishvili. The position is soon to be upgraded to
of prime minister. The choice of Mr Arsenishvili is something of a comprom
but represents a victory of sorts for the reformers. Within the ruling Citizey
Union of Georgia (CUG) there are two main groups. Mr Zhvania controls one
wing, considered the most pro-Western and pro-reform, and Vazha
Lortkipanidze, the previous state minister, represents a group of form
industrialists who share a slightly more pro-Russian and state interventionist
position. Both were touted to become the new prime minister. The choice
Mr Arsenishvili demonstrates that Mr Shevardnadze is firmly in charge, and
also signals a move away from Russia and towards reform, without handing
reformers a completely clear run. '

Little is known of Mr Arsenishvili, a former mathematician at the Georgian
Academy of Sciences, but he has been the president’s representative
Kakheti since 1996 and has managed to keep the area calm, although he has
not done much to boost its economic potential. Kakheti is one of Georgia
main agricultural and wine regions. Politically Mr Arsenishvili is undoubtedly:
loyal to Mr Shevardnadze, if not yet to the ruling party. As speculation begins
on who will be the president’s eventual successor, it is not yet clear whether
Mr Arsenishvili will be Mr Shevardnadze's choice.

In the Georgian parliament, the ruling CUG is having problems with party
discipline and a row has developed over the budget. In what was intended to
be a good public relations gesture, the government published figures outlining
all foreign investment in and aid to the country since 1995. However,
although the origin of the funds was clearly explained, less detail was offered
on how they were distributed. The parliament was angered by what it saw as a
cover-up, and this, combined with the likelihood of a shortfall in government
revenue in 2000, is causing a rift. The leader of the Union of Georgian
Traditionalists, Akaki Asatiani, called for criminal proceedings to be instituted
against various members of the government. Some 120 members of
parliament, including members of the ruling party, signed a petition agreeing
with his statement. When Mr Zhvania warned CUG members to retract, they
refused. On May 8th the chairmen of nine parliamentary committees resigned
in protest against the speaker, despite the fact that he had the support of
Mr Shevardnadze. Although the episode was no more than a spat—the
chairmen apologised profusely to Mr Shevardnadze within a few days—it
demonstrates that CUG party discipline cannot be taken for granted.
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N Snevardnadze has scored most of his successes since the beginning of 2000
. T area of security. The OSCE is sending more military observers to
—eocge's border with Russia, raising the number to 40, to monitor whether
~machen rebels are crossing into Russia. As the snow melts in the Caucasus

maxritam range and passes open up, the integrity of the border becomes less
reiane than during the winter months.

‘1 & turther development the OSCE has announced through its Chairperson in
A Benita Ferrero-Waldner, Austria’s foreign minister, that there is to be a
™R co-operative role between the OSCE and the UN in mediating a solution
1> The Abkhazian conflict. Should the OSCE enhance its role as a joint
eponator with the UN over Abkhazia, there may be grounds for hoping for
o movement towards a possible solution. The OSCE has tended to be a
Detter negotiating body than the UN, and has the added advantage of being
more favourably looked on by Russia. However, in order to succeed it will have
> egotiate terms of operation with the UN, which could prove as difficult as
brokering an agreement between the Georgians and the Abkhaz. In South
O=etia. where the OSCE is the lead body, progress continues to be made,
althvugh a final settlement is not yet in sight.

Folhowing months of silence, the Russian military have now started talks with
their Georgian counterparts on withdrawing the Russian military bases at
Vaziani and Gudauta. Agreement to remove the bases was made at the OSCE
summit in Istanbul in November 1999. It does seem that, now Russian and
Georgian presidential elections are out of the way, the Russians have decided to
‘negotiate a withdrawal. There are suggestions, currently denied, that the two
bases will be transferred to Armenia.

Economic policy

Budget revenue from the customs and tax departments was Laril84.6m
(US$42.6m) in the first three months of 2000, nearly 16% lower than planned.
Although tax revenue was slightly higher than projected, customs revenue was
much lower. Revenue collection is central to the government’s economic
management, as it is the main issue on which the IMF has been demanding
improvements. The government’s failure to meet agreed targets led the IMF to
suspend the disbursement of credits to Georgia in 1998 and 1999.

Customs revenue has dropped because of the fall in recorded imports, which
slowed significantly with the establishment by ITS, a UK company, of a pre-
shipment inspection system in July 1999. In April 2000 the minister for
taxation, Mikheil Machavariani, expressed dissatisfaction with ITS’s perform-
ance, saying that he considered it necessary to review the contract as both
Georgia and the British firm had made losses. However, although critics of ITS
argue that pre-shipment inspection merely encourages smuggling (and thereby
narrows the revenue base), the more likely explanation is that there was a
short-term surge in imports ahead of the system’s establishment and that the
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Real GDP growth speeds up

Inflation slows

head of the metro estimates that it will transport 106m passengers in 2000, angd
that income will be Lari21m, compared with costs of Lari29m.

The council is in dispute with the privatised electricity distribution company,
AES-TELAS]I, and is trying to insist that the supply of electricity to the metro be
made permanent. This in itself is a reasonable demand, given that expensive
equipment has often been damaged as a result of the erratic power supply.
(Damage to city enterprises because of the unstable supply is said to cost "
Lari2m-3m per year.) However, rather than compensate the metro for damages,
AES-TELASI is threatening to cut off its power supply until it is paid for. :

The domestic economy

Economic trends

Georgia’s first-quarter year-on-year real GDP growth was 4.4%, mainly as a
result of the continued fast pace of industrial output growth. Real GDP growth
in 1999 was 3%. Of all the members of the Commonwealth of Independent
States (CIS), Georgia enjoyed the second highest growth in industrial output in
the first quarter of 2000. However, although at 14.1% Georgia’s industrial
growth was second only to the 15.2% recorded in Kazakhstan, it should be
noted that this was from a particularly low base in the first quarter of 1999, -

when production in heavy industry was severely hampered by the erratic
supply of electricity. The main contribution to industrial output growth came
from small and medium-sized enterprises, where output grew by 25.5%.

Year-on-year inflation in April 2000 was —0.5%. Prices fell by 0.1% over the first

four ‘months of the year. In January inflation rose to 0.2%, but prices fell by
0.2%, 0.1% and 0.1%: in February, March and April, respectively. This was
mainly attributable to seasonal declines in food prices, which offset higher
tariffs for transport, communications, medical services (where prices were up
by 2.7% in March) and payments for public utilities, including water and
electricity, which increased by 0.7% in March.

Georgia: consumer prices
9% change, year on year

Jan Jut Jan Jul jan Jut jan Jul Jan
1996 97 98 99
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‘ Georgia 17
‘ Georgia: consumer prices
‘ (% change)
. . Month on month Year on year
v Jan 0.3 6.7
‘ Feb 1.1 5.7
Mar 0.0 5.0
. Apr 0.9 ) 5.6
. May -1.7 3.8
Jun -1.9 2.8
o Jul -24 1.2
Aug 0.3 1.4
. Sep 0.1 0.4
. Oct 0.9 0.5
Nov 1.1 -0.6
. Dec 12.1 ’ 10.7
. 1999 _
Jan 25 13.1
o Feb 51 17.6
" Mar 1.9 19.8
Apr 17 20.8
. May -1.6 20.8
J jun -1.4 21.5
Q. , Jul -21 219
‘ : Aug 0.0 20.8
Ty R Sep ) 1.0 219
: Oct 0.5 213
Nov } 24 22.8
Dec 1.2 10.9
Jan 0.2 84
‘ i Feb 0.2 3.0
. Mar -0.1 : 1.0
Apr -0.2 ~ -0.5
. . Sources: State Statistical Department; TACIS, Georgian Economic Trends; EIU cakculations for annual rates.
o
" . The lari remains stable The lari, which is freely floating, has remained stable at an exchange rate of
- around Lari2:US$1. The National Bank of Georgia (NBG, the central bank)
. intervened in 1999 only by buying up US$14.7m in order to bring its foreign-
‘ currency reserves up to the level agreed with the IMF. The NBG’s foreign-
. currency reserves stood at around US$130m at end-1999 and have stayed
) around that level in the first months of 2000. This level of reserves represented
‘ 1.4 months’ import cover at end-1999.
: The T-bill market is  The Ministry of Finance restarted Treasury-bill auctions in August 1999, but
picking up slowly yields have been lower than other lending instruments. In order to attract
. investors the NBG allowed commercial banks to hold 2% of their 16% of
. required reserves with the central bank in T-bills. The NBG also now recognises
. 10% of the commercial banks’ T-bills portfolio as liquidity, compared with 5%
. in 1997-98. By end-1999 the yield on 28-day T-bills was 12.52%, with three-
. month T-bills yielding 13.16%. At end-May yields on 28-day T-bills had
. dropped further, to 9.78%. T-bills are not a major source of financing of the
.-' budget deficit, but they are important from the point of view of the market.
: 81U Country Report June 2000 © The Economist Intefigence Unit Limited 2000
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sistance for the Commonwealth of Independent E
in 1999 States (TACIS) publication Georgian Economic Trends, Georgia’s trade turnover
0On a customs basis fell by 30% year on year to US$824m in 1999, and its trade
deficit fell to US$348m, from US$855m in 1998. This is a result of growing
exports, as well as a sharp decline in imports. Exports rose by 25% to US$238m °.
as a result of the recovery in exports to members of the Commonwealth of :
Independent States (CIS) starting in the second quarter of 1999, as well as the
ongoing development of trade ties with the EU and the US. The share of
exports to the CIS was 45%, with exports to the EU making up 20% of total :
exports, 1.5% higher than in 1998, Imports from CIS countries, the EU and the
US declined as a result of the devaluation of the lari in late 1998, Overall
import expenditure fell by 44%, to US$586m. Most imports still came from the
CIS countries, which .accounted for 38.4% of total imports in 1999, 2% higher

than in 1998. The EU’s share of total imports declined by 5 percentage points . &
to 23% in 1999, :

In 1999 Georgia’s largest export category was ferro-alloys and scrap black
metals, which accounted for

18.2% of all exports. Nuts, the second largest
category, accounted for 6.5% of recorded exports, an increase of 1.6%. Natural
8as and oil were the main imports, accounting for 19.9% of all imports. These
were followed by food, drink and tobacco products (13.6%), machinery

(7.5%) and pharmaceutical products (7.29%) '

First-quarter exports

In the first quarter of 2000 exports continued their fast growth, and imports
increase substantially

started to recover. On a customs basis éxport revenue grew by 62% year on
year, to US$60.7m, and import costs grew by 10%, to US$151m. The trade
deficit narrowed by 10%, to US$90.3m. According to the State Statistical
Department the main exports in the first quarter were nuts, ferrous metals and
ferro-alloys, accounting for 11.5%, 11.1% and 10.1% of exports, respectively.

The main import, natural gas, accounted for 20.6% of import costs, followed
by tobacco, with 7.1% of all imports,

Trade with CIS countries fell by 14.5% year on year in the first Quarter.

Nevertheless, Russia remains Georgia’s largest trading partner, accounting for

. 26.6% of trade. Other major trading partners are Turkey (15.6% of trade),
Germany (10.4%) and Ukraine (5.3%)

.

Georgia: foreign trade

(US$ m)
1997 1998 19992
Jan-jun Jan-Dec Jan-jun Jan-Dec Jan-jun Jan-Dec
Exports 100.3 230.1 94.0 190.9 93.3 238.2
. Imports -419.7 -930.7 -481.9 -1,045.4 -323.8 -585.9
Trade balance ) -319.4 ~700.6 -387.9 ~854.5 -230.5 -347.7

2 Preliminary estimates,

Sources: TACIS, Georgian Economic Trends; State Statistical Department.
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Debt-servicing difficulties

Difficulties in debt servicing have intensified. In 1999 Lari181.1m (US$91.2m;
some 15% of budget expenditure) was allotted to the state budget for foreign
debt servicing, but only Lari143.6m was used for this purpose. Total contracted
credits amount to US$1.93bn (43% of annual GDP). At a projected US$184m
in 2000, Georgia's foreign debt-servicing requirement will be almost twice as
high as in 1999. In 1998-99 only half of the US$78.8m due to Turkmenistan
was paid, leaving Georgia some US$118m in arrears on that debt alone.

By the start of 2000 Georgia's total arrears of US$294.6m were equivalent to
about half of the year’s planned budget expenditure, with Georgia supposed to
begin repaying debts to Russia, Ukraine and China in addition to making
payments to Turkmenistan and the EU. However, the budget allocated only
Laril74m for debt repayment, making it likely that some 75% of required
payments would have to be deferred in some way. Although officials have
hoped for a negotiated restructuring, the likelihood is that the government will
unilaterally suspend repayment of some of the debts.

Georgia: foreign debt, Sep 30th 1999
% of total

24%

Total: US$1.93bn
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336N DY, 366036033, 3ING IS
EDUCATION, SCIENCE, CULTURE -

Boggdneoes  bobgrdfoger  bymeedpgre  ofigbgdnegdgdel,  Lobgrdfoge
BorgogbopoBlsbommydrmes bymgmgdob, Lobgrrdfoge bsgerm biggoseaéo babPsgmademgdob,
sbolobgmdfome  LoBmermer  Ldggosemnbo  Lobfogmgdrmgdel,  Lebgerdfoger  ndspenglo
bobfogmgdmmgdols, sébobobgmdfogm mdsmemgbo babffagegdergdol dmbozgdgdo.

Beagobogsbdobommgdrm bgmgmgdo - gobomrrgdol bogbomsBmbobo  grmobogogo@mbols
3obggrmo o dgmbyg boggbmbo - Bmbobipo mombdol mbasbobgdrme smbbol wo Lsgmgdol
LobPogrmm-s8bbgrmmbdonn sfgligdnmagdsbo. obligdmdl bmpowbogebdsbommmgdrm Lymegdel 2
dq&)omoQo Lobg: ol o bLomodml (33mosbo) bergabogoblsbomergdrrm Lgmmgdo. emob
Lgmergdo ogmqs: ofygdon, sbhobbme LoBmarmem, bmgsre LoBnsrmm bgmergdog. bemge LoBmome
bgmmgdl 3og4mongbgdosh godbsbogdo, ogmdgde o gmmgRgdo, ambgdhogo o Babogmbo
30b30m0bg30b o grmob 3mbg do3B3me Lgemgrgda.

ofygdoo  gebomrgds - aoboosrmgdol  boghosBmbober  gmobogoge@ebol  obggemo
Loggbrmbro - mblmBagmmymal bsdobe gmgdgb®gdal smgaligdol o gbdgrpgds 4 Faerb.

srolbmmo  Lodporre  Lyms  (dobromopo  bgmgre) - gobsorengdol  Laghosdmérobe
Jrobogogo@mbol I Loggbmbol I g@ede - mbbnbggrymngb mebolb sngemgdgrro dobadmdol
s:g0bgdels s dmozogh V-IX ymobgdl.

Beagopo  LoBmomem  goboomgds - aobsmgmgdol LoghosTmbober  gemobogoge@embol 11

 bogygbgbrol dgmbg gdede - mbérmbzgemymal odoanogé) s 3bhagorobgdmm LFogemgdel oo

30303l X-XI (XII) 4mobgdl. goboogrgdol gb Lobg o(m)bogo@@a&g@mS, doabod omogdgemos

Lfogerob Igdamdo éoa&dgngobomyb.

3bemqglonmo Lobgmemde Imdbopgds - gobommgdol Loghoodmbole d@obo@oao@m(‘mb I
bogggbebol T g@edo - mblmbagrmymal ggermogogonbo Ibmdob mhobr-hzgagdels 3od3mdndoggdel
bergoo LoBesrmer gobsomgdol dopgdelionsd ghma b wodobme. sbrob ofygdomo 3bmgglonmre,
bobgrreder Lobfogmgdrgdol 2 Lobg: 3obggmo - LoBgorm gobsmprgdebmeb ghmop sdggsL
3bemqgbosl. o] Lfogmgdol bobabdmogmds 3 fgmos, boer dgmbyg - abﬁq’mqy (53350(5\3(')
gobommgdols, Logaz Lfogmgdol bobgbdrmogmds 1 Famoo o LoBmsem aoboogdol doboby
bemb30gmmgde.

boBgarmer L3googmmbn gobommgds - goboarergdols bogbrosTmbrober gemoblogogo@mbol T
Embol V Loggbmbo abémbzgrrygmgl bodmerrer mbol b3ggesob@el dmdbogdel o odrage
bsgome @ Llgosrmb gsbsormgbob (9 grmobob Bobebg) @ Lggoswrnt aobomgrgdob
LoBmagrer Lgeagmols BaBobg).
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7dmrrgbo goboorgds - goboormgdol boghmeBmbobm  grmobogogs@mbol 11 ©mbg VI
bogggbmbo - mbbmbagrymanl misprmgbo 439000 3o(300b b33goo@ob®6b ddbogdols, gobommgdols
dopgdeb boBmorrer o boBmamme bdgzoomnbo 3obon(mgdols Fgdama g¢o3by.

lomerglo  goboorergdol  odrreidol  Ygdpmdn  Lfegrmgdols Lobiggds -  gobomgrgdols
bogboeBembober grmobogogo@mbol I pembolb VII bogggbmbro - mblmbagrymal gobooremgdals
dopgdol mIomergbo gobooremgdol Fgdrgy. Lfsamgde dodobotogmdl 3-4 ol gobdogememdsToa
3omemgl Lobfogegdgrmeb o6 Lodgbaghm  4amggem ©oFaLgdmegdgd00b.  sb3obobEmbsTa
Lfegme bmgmb Fabo dmoghrogds obgh@o3ool o300 Ig(360gbgdoms yobpomsdol botabbals
deabedmggdero. 8g(3Bngbhgdoms gobopadol dogb baemrj@mber wobghdogaab eozol F9dmgs
brgds 3g(360gbrgdoms mGmtob botabbol d0603g3s.

bodgbogher Eofabgdnmmgdgdo — bedgbogbm-4gemggomo, Lodbmgd®m, badbmgi®m-bsdagde,
Gadoorreagonbo  mbgobobsGogde, goghmosbgbgda, bofobdmgdo, mdsmegbo  Lobfogemgdengdo,
6edmgdo(z obols Jagweboymngdo, beadergdos sbbaergdgh 3g(3boglnem 53@53361;, ©o37dogg893b
©> 19396 Lodgboghcrr-33mgz00 dmdbobmégdols.

bodg(360gbem gopérgdo — Ldgaosmobdgdo mIsmemglio goEomfgaom, beadrgdos obbrmemgdgb
bodgbogher  4armgagdlo s a3mo398908L, 03bgmgg  odoboliBbsomm-3dsbomggmmbomo
396bmbsgro, beldgrmogs nBmsmee bg@ﬂd@goEg@@&b 4309300 3bergbl.
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N SHLLIMBMs 36N I3 R6I

Educational level of population

1959 1970 1979 1989 1998

10 Geobs o dgde

;3‘35(;’[" ' aml’;b@ﬂ”i"b Per 1000 population of
arty  of 10 years and over who
sbrobamema o6 Lbygemoe have completed or
wdomergbo oo incomplete higher and
LoBmorer  gabomemgdo secondary education -
- boe 448 554 698 798 822 total
door  Fembol: of which:
mdomemgbo 48 73 103 137 188  higher education
poggdonsghygdgero incomplete higher
mdsmergbo 13 19 19 22 21 education
LoPugoemm
L3geermbo 55 69 100 169 162 secondary special
bergoe  boBgeerem 137 210 292 - 328 323  secondary general
sbroblammo  LoBumoree 195 183 184 142 128 incomplete secondary

BIBIEINEIN IR0 R0, IV ZLINS LS ILIEENS) AOCHNIBEMIBS
(Lobfogrrer  Ferobs aboffgbobomzab)

Educational network, number of students
(at the beginning of scliool year)

wofglgdmirgdgdol  bagbge 3ebfogrrgos  (LymEgbdms)
(wnobmaﬁmbo, omabio  goG3e

Number of pupils (students), thsd.

1990/ 1995/ 1996/ 1997/ 1998/ 1990/ 1995/ 1996/ 1997/ 1998/
91 96 97 98 99 91 96 97 98 99

Number of establishments

Lgmemodgrro
Lind ,
ofgbabacadede 00 130 1253 1224 1241 2000 8,9 831 749 742
Pre-school
establishments

bobgaFogm
bergologoeb-
dobomrgdrre
L»dm@{]?m 3686 3219 3201 3223 3237 878,2 710,9 717,8 72,8  722,5

Public general
education
schools
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3036dgrgds

Continued
o gbgdugemgdgdols  bncsbge debfogrmgoe  (bduegb@oo)
Number of establishments bo@bmgbmds,  soebo  gogzo

Number of pupils (students), thsd.

1990/ 1995/ 1996/ 1997/ 1998/ 1990/ 1995/ 1996/ 1997/ 1998/
91 96 97 98 99 91 96 97 98 99

o gdomo

3bergygbowmemo,
Lobgrrerde

bobfogemgdemgbo 159 18 110 99 98 422 194 196 178 189

Primary
vocational
schools

boba@ﬁﬁ’n@m
Lomorre
L3ggoerryybn
Lobfogrmgdmgdo
87 77 77 81 83 42,9 26,9 27,0 30,7 32,4
Public
specialized
secondary
schools

obrobobgdfFogm

Logbhen

(530b0obo)

LoBumore

bggoogrige - 13 38 47 58 - 22 51 52 72
bobfogemgd(mgdo

Private

specialized

secondary

schools

bobuqavngcﬁ

mdomemgbo

babfogradergdo 19 23 21 23 24 1039 822 86,5 873 90,1
Public higher

educational

establishments

obrobobgdFoqm

Logbren

(3eboobo)

pdomego 109 121 159 154 - 420 430 402 383
Lob§o3rmgdemgdo

Private higher

educational

establishments
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3036dnergde

Continued
o gbgdunergdgdel  bogbze derbfogrmgeme  (LmegbGms)
Number of establishments - bo@boghmds, amabo  goggn

Number of pupils (students), thsd.

1990/ 1995/ 1996/ 1997/ 1998/ 1990/ 1995/ 1996/ 1997/ 1998/
91 96 97 98 99 91 96 97 98 99

ob3obrobymérols
g&ml?a eafgby-
acgdyde 61 63 64 - 66 66 1,6 L7 1,8 1,9 1,8
Establishments
with postgra-
duate studies

ANV IIINS LS IVIEBNS) HOGHMB6(13S AMSELIMBB 10000 35GBI 33563500300
(Lobfogrmer  Ferob  oboffgobobomgal)

Number of students per 10000 of population
(at the beginning of school year) ‘

Fergdo 3obfogmgms,  Lymegbdms  bobrghmds
Number of students
Years boagopbogobdsbom-  LoBmorer  biggesrrnb moergl
rgdre byegrgddo Lol ogemgdemgddo LobfF ogemgdemgd B
in public general in specialized secondary in higher educational
education schools schools establishments

1990/91 1607 78 190
1991/92 1535 74 188
1992/9.’..‘) ' 1360 76 | 228
1993/94 1338 48 168
1994/95 | 1308 60 251
1995/96 1313 54 229
1996/97 1322 59 238
1997798 . 1327 65 234
1998/99 1329 73 | 236
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L3IG0SLMG IB0L B398 ML IMB0L 10 000 353G BI 333633

(Lobffogrrer  Ferob  oboffyobobomgols)

Graduates per 10000 of population
(at the beginning of school year)

Fergdo b3ggoorobidgdab  dcmdbogde
Graduates .
:)e(tr S LoBymorrer Ldgoorrnb wdagmergb Lol ogergdemgdBo
bobfogergdergddo in higher educational establishments
in specialized secondary schools
1990/91 26 30
1991/92 24 29
1992/93 20 26
1993/94 20 27
1994/95 - 16 29
1995/96 12 34
1996/97 14 38
1997/98 13 40
1998/99 16 40
LML HIVIT0 LIV LI I 6380
(Ferob  dergremboogol)
Pre-school establishments
(at the end of year)
1990 1995 1996 1997 1998
b 3coqc Lnd 3180 -~ L
sredmee - @sfglgdnrgdede aw 2479 1322 1253 1224 1241
Pre-school establishments - total
door  Tmbols
of which:
Lodogdam  Bomgo 1019 629 622 626 660
kindergartens
Bog0-0omnd
Pgemeorgee 1379 680 619 587 567
nurseries-kindergartens
doand
289 81 13 12 - 14
nurseries
5o3‘33mo bobergbmds
Numnber of children
Lumem, b
T, o;amo 200,0 81,9 83,1 74,9 74,2
total, thsd.
100 %
>e30TRd 99 63 65 60 60

per 100 places
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bOBILITOBM BOBIRLIBSGISESPNL I LM s
(Lol Frroob  oboffybiobsmgals)

Public general education schools
(at the beginning of school year)

1990/91  1995/96  1996/97 1997/98 1998/99

Lobgrdfomm  beagoco- Number of public
bogobdaboongmgdmem general education
bdmggbnb bo3bge 3686 3219 3201 3223 3237 schools

doo  emébroli: of which:

ol bymrgdo 3647 3187 3168 3192 3197  day schools

Logadmb (3aemnobo)

Lgergrgdo 39 32 33 .31 40  evening schools
3oL ogergons Number of students,
bromrgbmds,  smobio 878,2 710,9 717,8 721,8 722,5 thsd.

doon  Jembrols: of which in:
eeob  bymgdTo 869,1 703,1 711,2 716,4 717,7 day schools

Lomodmb  ((33¢m006) evening (shift-type)

Lgerrgd o 9.1 7,8 6,6 5,4 4,8  schools

L2006 BMBILLI3NE336 NI L3I 30
Lobfogrmer  Ferob  obofgbobomzals)

Day-time general education schools
(at the beginning of school year)

1990/91  1995/96 1996/97 1997/98 1998/99

Lgoregdab  boggbge - Number of schools -
Limem 3647 3187 3168 3192 3197  total
dooy  Tembrals: of which:
o ypdomn 876 754 756 757 793 primary schools
obrsbbrmemo incomplete secondary
bodyyorme 749 701 718 781 745  schools
LoBugorren 2000 1716 1677 1637 1641 secondary schools
0dgc00b: thereof:
30d6s%00 16 43 43 43 37 gymnasiums
ro(391do - - 27 29 27 lyceums
3mbgdboge (oo :
goboggho  boggrob schools for mentally
d3mby  dogdzmo and physically retarded
bgmergde 20 16 17 17 18 children
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a0gbrdgemgde
Continued

1990/91  1995/96 1996/97 1997/98 1998/99

sanatorium type

Lobohmbowmero  Lgoms 2 - - - - schools
dmbffogmgoa Number of students,
brompgbmds,  smabo 869,1 703,1 711,1 716,4 717,7  thsd.
doon  Femébaonls: of which in:
oF 800
bgorrgdTo 14,9 17,0 17,8 18,0 20,9 primary schools
obsbrryrm  LoDygo- incomplete secondary
e bymegdTo 58,2 81,2 85,5 99,8 95,5 schools
LaBmorrm
Lgerergd 3o ' 793,3 603,3. 606,1 596,8 599,4 secondary schools
odgeb: - of which in:
30d65b0g3 30 7,3 25,9 28,0 31,9 29,0 gymnasiums
eoGgdgddo - - 9,8 10,2 10,6 lyceums
3mbgdboge (oo
gobognbo  bogrrabs in schools for mentally
ddmby  dogdzme and physically retarded
Lgermgd 3o 2,7 1,6 1,7 1,8 1,9 children

LQR0Ob BMBSRLHBI6AI6SN I L3I I3 3T S INY
3563V 0L B LTS3 IO J6I3Ms A0IV30M
(@obogmbro o ambgdboge  gobgomobgdoli bogrmol  3Jmbg  Lyerrrgdel
ambvbaqzigmo 3569 3g; bob%’oz;g’m Wg’nb Qobngobobom(;ob) '
Distribution of day-time general educational school students by language of instruction

(excluding schools for mentally and physically retarded children;
for the beginning of school year)

1990/91  1995/96 1996/97 1997/98 1998/99

dmbfogemggdo - Legen, Number of students -
somabio 866,4 701,4 709,5 714,6 715,8 rotal, thsd.
doon  Fembaols of which are
L ogemerdab: instructed in:
Pl gbody 595,6 582,1 5919 600,0 603,1  Georgian
brubme  g60%9 180,3 51,8 46,8 44,4 43,7  Russian
obgbdo0gobiuyem
gbs%y 48,9 40,0 42,5 41,9 41,0 Azeri
Leadbgés  gbohy 33,2 27,3 27,9 28,0 27,8 Armenian
oggbobuyb  gbaty 5,4 Abkhaz
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- 3936dgrmgde
Continued

1990/91  1995/96 1996/97 1997/98 1998/99

obmb  gboby 2,8 0,2 0,3 0,2 0,2 Ossetian
3ber3b@mBomn Y
derbfogrmgos  Lsgbore In per cent to the total
éotr009be30bonsb 100 100 100 100 100 number of students
Jbormrm  gbaty 68,7 83,0 83,4 83,9 84,3 Georgian
bbbty 20,8 7,4 6,6 6,2 6,1 Russian
obghdoogebuyrm
gbsty 5,6 5,7 6,0 5,9 57 Azeri
beadbmés  g60%g 3,8 3,9 3,9 3,9 3,9 Armenian
sgbobglr  gBoty 0,6 .. Abkhaz
obmb  gboby 0,3 0,03 0,1 0,1 0,03 Ossetian

QXM BOBIRBIBI6IS6SNL IS LML TN 3ICH3MBNS
‘3035RDIE(13 336NN J0ILI00)
(3bgdbngn @3  @obogmbo aobgemotrgdel Boyrmob  dJmby Lgmremgdols a0ty y;
1 oj@mddbol  dpgemdobrgmbon)

Distribution of day-time general educational school teachers by language of instruction A
(excluding schools for mentally and physically retarded children;
Jor the beginning of school year)

1990 1995 1996 1997 1998

Lmee  3gc003mpgd0, _ Total number of
smabo  goiz0 : 100,4 83,89 71,4 70,2 71,7  teachers, thsd.
dmbfogrmgms  bogbeg- ; Number of students per
bemde 1 30[)?03@353@%3 8,7 8,4 10,0 10,2 10,1 teacher
dobromoe  Ihod 3o Number of teachers
dmdmTogy  3googmagdo, working excluding those
smaebo  go(30 , 92,5 792,7 69,2 68,8 69,3 combining jobs, thsd.
doo  Feabaols o3l of those having
30boogmgda: education:
ndomrrgbo,  bnen 77,7 67,0 59,2 59,1 60,7 higher, thsd.
ondmnagbgdgmo Incomplete higher,
‘gaoQQDbo 4,7 4,5 3,2 2,7 2,2 thsd.
L3geeymbo specialized non-
0603;]@06(')607_']6(! 3,5 8,2 5,4 5,4 5,2 pedagogical
of those working
doboooe  Ityod 3o without combining jobs
dmdmdoggonogob  Jormgdo 68,1 62,8 55,8 55,8 56,3 - women T
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LAMLOL3IGI VI LIV IsId I J8Id0
(Ferols dergmeabomgols)

Children’s out-of-school institutions

(end of year)
o glgduemgdoms Flggdolb  bogbze dmbofogrgmoe  bogbze
og3bgo Number of hobby - Number of participants
Number of institutions groops '

1990 1996 1997 1990 1996 1997 1990 1996 1997

b byomgrobgoetgdg
©ofgbgdngdgde
Out-of-school institutions -
total

135 102 94 5425 3589 3849 83241 53140 50675

doo  Fembrols
of which:

36[;6‘03@3 obograo%é)@mbob

Lobsbeoggdo o Lobergdo 82 71 71 3710 2948 3148 58962 43234 42934

schoolchildren’s palaces and

v{zguses

Gm&ﬁ Ggﬁodmbmo

boauéagdo 21 14 11 875 359 374 10439 5089 3586
technical creativity centres

Bk bodymborabons

boatrgde 16 7 5 455 93 104 6587 1635 1395
biological centers

beabh  BmbobEome

 Logauytgdo s . s 4 147 89 67 2202 1450 1330
tourism centers

3mb$’o3@3 obo@go%é@mbnb s

35brggd0 6 2 . 14 7 . 2100 239
schcoolchildren’s parks

debfogrmg  obogrgobéreeadols
gerngererbol  boboberggde

0000000000000 0000000000000000000000000000000

5 2 2 124 93 128 - 2950 1493 . 1074
schoolchildren’s folklore
palaces
baBbagygor  byogpe 1 e .. 28 . 35
art schools :
89
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3533301 LIBT3

Child care institutions

1995 1996 1997 1998

3039300 Lobemgdn — bLyyem 12 13 13 12 Child’s homes - total
doo  Tmébols: of which:
30boongmgdol  Ludobolidbeb
Lobygdob 9 9 9 9 of the Ministry of Education
obagzgol  Ladobobigtrels .
Uob@gdob 3 3 3 2 of the Ministry of Health
Lbss ‘ - 1 1 1 . others '
domTo  opbobbrpgerrmes
bompgbmds  — by 647 615 852 965 Inmates in them - total
door  Teméboln of which:
30Boomgols  LsBoboltels )
Lob)gdab 544 407 664 727 of the Ministry of Education
B30l Lodobobigrmbs A
Lobygdols 103 152 124 168  of the Ministry of Health
Lbgo - 56 64 70 others
bgoo-obdgbbodgde — Lo 51 53 47 44  Boarding schools - total
doon  Ienbaols: . of which:
Lgergro-obdghbadygdo 37 39 33 29  Boarding schools
Bobogmbo s 3mbgdloge Boarding schools for mentally
3obgomotgdol  Bogmob  33mbg and physically retarded
do3dgmo bdogvo-o!;@g(‘)Eo@gBo 14 14 14 15 children
300 opbobbrgemmo
bompgbmde  — b 7333 7688 7803 7028  Inmates in them:
doo  Feabols: of which:
bgmmo-ob@ghbadgdda 6205 6200 6252 5387  Boarding schools
@obogmbn o ambgdéoge
3obgomotagdols  Bogeral  33mbg Boarding schools for mentally
3o3930m0  Ligmgme- - and physically retarded
AT 1128 1488 1551 1641  children
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R38HIB000 3EMBINIR0 LY LSBIMBM LILT SI R I8N
(Lobfogrrer  Ferob  obofyobobomgels)

Vocational schools
(at the beginning of school year)

Fegdo Lobf ogemgdemgdab doon o 3ol ogrmgone dedbogogdmeros
brogbgo 3ebfogemggdo, domgds, omobe (3092390 umemos)
Years Number of schools sobo  gog3o 3200 33eageonho
Enrollment, thsd. Number of students 313>,  vosbo
admitted, thsd. ’ JoG0
Number of -
graduates from
vocational schools
(skilled workers),
thsd.
1990 159 42,2 | 25,1 30,6
1991 152 36,4 23,9 . 26,4
1992 147 34,4 22,4 21,5
1993 136 28,2 16,7 18,9
1994 128 22,2 12,1 16,7
1995 118 19,4 11,4 13,0
1996 110 17,8 ' 12,8 11,3
1997 99 19,6 1,1 10,1
1998 89 : 18,9 7,7 8,9

1OBILIT0BM LIBTISLM 133G0SR VA0 LILT S I JB0 VY 35N 3(')1)?7’63?‘\”00)6
»0GEMT603S LTSI I3 M LB IN6IT300

Lobfogrmer  Femob sbofyliobomgol)

Public secondary specialized schools and enrollment by type of study
(at the beginning of school year)

Fergdo LoBugorrem dobfogrmgmo  bogbegbmds
L3ggoorrgho Number of students
Years Lol ogemgdergdol b %o dobob  Lfogrodgh  gobymgormgddty:
foGbge total of which:
Number of ol bogodels oL brgdgrmby
secondary Sfull-time evenin b
jalized 8 Y
Specia correspondence
schools
1990/91 87 42863 32943 I?B_? 8638
1991/92 83 40367 31234 ' 813 8320
1992/93 77 34459 25781 . - 441 ' 8237
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3o3(ﬂd3@35a‘
: Continued
Fgde Lo Duoren dmbfogrgme  bogbegbeads
b3gpeorr e Number of students
Years l")bV‘E@ﬂEQUBOl’ b 3o Tembnl  LFogrremdyh  gobymanrrgdgdby:
OO 80 fotal ofWhich:
gg ‘g;’,l;fl; of ol bogmadmb o)L bgdgmby
ali ryd Sull-time evening by
P e:;jollz; ' correspondence
SCn
1993/94 76 30153 22515 340 7298
1994/95 76 25906 19885 235 5786
1995/96 77 26907 20912 112 5883
1996/97 77 27009 21764 114 5131
1997/98 81 30700 25497 - 4508
1998/99 83 32406 27968 - 4458

3G IUSBEITIT0BM LIIGHM (BIBOS6D) LTI B3IGNSIAH0 LIV ST I B0
(bobfFogmer  Ferob  obofyobobioogals)

Non-state secondary specialized schools and enrollment by type of study

(at the beginning of school year)

0000000000000 08000000000000000000000000000006°

Fgde Lobfogmgdemgdol  bogsbze dobfogmgoe  babeagbemde
Number of schools Number of students
Years by 3o ool emabs
total 3oy gorrgdatty
of which full-time

1992/93 56 6763 6560
1994/95 40 6332 6332
1995/96 13 2225 2225
1996/97 38 5144 5144
1997/98 47 5203 5203
1998/99 58 7179 7179
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LTI B3IG0S I 0 LT IFLIZLIB0 LS 350130 AT IZLINS HOCKMIEMS

LAY S IR0 LIGAMIG030 X3 IBIBMs 06ILI00)
(Lobfogre  Frrol  obofypbobomgal)

Secondary specialized schools and enrollment by branch groups of schools

(at the beginning of school year)

Lobgrdfogym Lol ogergdmgdn
Public schools

obrobobgrdfoger  Loghes
(g30b00bo) Lobf a3emgdemgdo
Non-state (payed) schools

1990/91

1995/96

1997/98

1998/99 1995/96 1997/98 1998/99

0000000000000 0000000000000000000000000000000°

Lo babfogrmgdergdo
Number of schools - total
doo  Imbrols:
of which:
369F3pmedobs o
339693¢mmdals
industry and construction
G6BLImbE0bs o
393 30bg003wrmedals

transport and communications
‘Leagyerals 3536690100l

agriculture
93mbmdogols (oo
LeBobrongrobs

economiics amd law

§obdborgememdols o(330b,

Bobogrbo 3G nbobs o
b3mt‘)®nb

public health, physical training

and sports

30boorgmgdols (3gogmannbo

Lobfogemgdemgon)

education

3b0303berggnemnsbo

Lobfogemgdemgdn

multybranch schools

byrreagbgdols (oo

3069353k oginols

fine arts and cinematography
dorbfogrmgons 6o(3bergbeads
Number of students

87

21

20

12

18

42863

77

22

16

12

17

26907

81

19

i3

12

19

30005

83

13

13

20

20

32406

13

1

2225

47

30

5203

58

45

7179
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30abdgrmgde
Continued

LobgmdFomen  Lobfogemgdemgdo
Public schools

sbrobobgmdfoqm  Loghem
(g39bosbn)  Lobffogrmndemgdo
Non-state (payed) schools

1990/91

1995/96

1997/98

1998/99 1995/96 1997/98

1998/99

oo Bmbol
LabfogrmgdergdBo:
including those studying in
schools of:
363?33@0130[» o
399698¢mdals .
industry and construction
OGBL3mb@obs oo
3939063083 mrmedols
transport and communications
bmqg@nb 33966gmdobs
agriculture
946mdngobis o
bodobrongmols
economics amd law

§bdbmgredal  o330l,

gobogmbo  gomer@nbobs s
bSMSOnb

public health, physical training
and sports

306o0mgdals

- education

360353 ergiogrnsbo
Lol ogemgdemgdo
multybranch schools
bgrmegbgdobs (oo
Jobgdodmabogoobs

16971

2722

7777

6355

3972

1836

3230

8544

749

4289

3950

4993

1876

2506

1546

2265

934

7659

5608

4248

4941

2804

2336

2562

976

6293

6219

3586

7384

3050

76

1692

457

141

340

123

4253

182

140

24

53

20

328

6283

213

178

104

0...0.0..0OQQ0.0.QO..'Q.OOQCOQOOQCOOCQ..QOOQ

fine arts and cinematography
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LIBILITOB) ISRLLI0 LSLTIZLIBLIA0 LS A50D0 k& ILIGSHN
&0CL36(8 LTSI IB0L LSLIIBMs d06ININ0

Labfogerer  Froals oboff yobaboomgnls)

Public higher education institutions and enrollment by type of study
(at the beginning of school year)

fergdo Lol ogemgdemgdols dobfogmrgos  boibogbeads,  sovbo  gogzo
bo(3bgo Number of students, thsd.
Years Number of Ly 800 Imbrols  LFogrmedsh  asbymgorgdgdby:
institutions total of which:
' ol Logodebs oL bgdgmby
Sfull-time evening by
correspondence
1990/91 19 103,9 64,9 13,2 25,8
1991/92 19 102,8 61,6 10,9 30,4
1992/93 18 90,9 53,2 8,9 28,9
1993/94 23 91,1 50,7 8,5 3.8
1994/95 23 94,6 55,5 6,2 32,9
1995/96 23 82,2 48,5 3,4 30,3
1996/97 21 86,5 54,7 2,6 29,2
1997/98 23 87,3 58,8 1,7 26,7
1998/99 24 90,1 62,2 1,4 26,5
GBI ITHBO LG (BIBOSE0) JISLLF0 bITILIdLI30
(Lobfogrmen  Frrob  oobofgoboboogols)
Non-state higher education institutions and enrollment by type of study
(at the beginning of school year)
LobFogemgdmgdobs L mEgbdoo  bogbmgbmds,  smsbo  goz0
froibgo Number of students, thsd.
Number of institutions bmem don  Bmbol  gebygmagormydgdy
total of which: :
ol eonbfbydyro
Sull-time by correspondence
1991/92 48 10,6 10,4 0,2
1692/93 131 33,1 31,0 2,0
1994/95 93 41,3 37,8 3,5
1995/96 109 42,0 389 3,1
1996/97 122 42,9 39,5 3,3
1997/98 159 40,2 37,2 3,0
1998/99 154

38,3 37,3 1,0
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TOSL2T0 LAY SILIZLIA0 L 33010 LG IRIEENS GHOGHMIEMBS
bOLY ORI J3 s RIGBMIM030 X3 JBIdMs 306IRI0M

(bobv‘;;;@m Ferob  abofyploboogab)

Higher education institutions and enrollment by branch groups of institutions
(at the beginning of school year)

LobgrdFoqmn Lol ogrgdemgde obrobiobymdfogm Legbrmn
Public institutions (gobiooba) l-’°W°3C’OBC’35°

Non-state (payed)
institutions

1990/91 1995/96 1997/98 1998/99 1995/96 1997/98 1998/99

000000000000 0000000000000000000000000000000°

Lo Labfagrgdengde

Number of institutions
doon  Tmébal:
of which:

19 23 23 24 109 - 159 154

3bgF 3000e80bs (o
333698 mdals . 2 2 2 2 10 13 10

industry and construction
BGbLInbEbs o
3939065033 vmemdols - 1 1 1 1 - -

transport and communications

boaggmob  3949669m8als
agriculture

9406mdagobs o bodobroagmals

economics amd law

20b63brongereadols o330,
public health

Bobognbo  gomdabobs  ©o
L3mbEob 1 1 1 1

physical training and sports
30boorgmgdols
education
bgrmeagbgdobo oo :
496935 mzbogonl 3 4 4 4 3 i1 9
[fine arts and cinematography V
Lbgs
others

bemegbdoe  bogbogbmds  —

l’ﬂ@’ 3°Q0 103893 82230 87258 90054 42006 40162 38272
Number of students, total

doon  Imbrols

Lol o3rmgdemgdBe:
of which in institutions:
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3936dgrrgdo

Continued

bobgerdFogm Lol ogemgdmgdo

Public institutions

obrobobgrdfomm  Logbm
(ggobioobn) bcb$'o3@36@360

Non-state (payed)
institutions

1990/91  1995/96 1997/98 1998/99 1995/96 1997/98 1998/99
36gfzarrerdabo oo
3'33536@(’060[: 35182 19884 16898 17589 2942 3538 1857
industry and construction
(‘_‘)(’)06[)3«1(’)00[)‘) s
3939063083 7gemerdols - 1301 1437 1527 145 - -
transport and communications '
L L 3gnb
PBeeb  Ighhymdel 12579 9600 10923 9809 1866 2256 1784
agriculture
arbodogole @ balsborob 0 o aes sae 10324 10334 11297
economics amd law
696 b L
§ob3bmgreadols  aggo 6331 3447 3408 3686 3967 5531 6716
public health :
Bobognbe  JarGnbobs o
b3m6®ob ) 2046 1466 1555 1765 - - -
physical training and sports
6 o
3ebaongrgdol 42048 40696 45206 47370 22514 17416 15158
education
bgmmghbgdobs (oo
30bgdo@mabonool 3258 2870 2860 2814 248 1087 1760
fine arts and cinematography
Lbgo - 151 207 248 - - -
others
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JISLJH0 LILT SIS I I3 0 36HMBIMGH-3SLT IS IBID0S S0CEMIEMaS
(Lobffogemem Frob ©oboff goboboogabs, 3oG0)

Number of professors in higher education institutions
(at the beginning of school year; persons)

LobgedFogm Lobfagrmgdemgdo
Public institutions

obrobobgmdFogm  Loghe
(g30bioobo) Lol ogemgdemgda
Non-state institutions

1990/91

1995/96

1997/98

1998/99

1995/96  1997/98 1998/99

36mq;3bm6-30b$~>3@363@mo
boigboghberds - bem
Number of professors - total
doon  Fenbaol:
of which:
'300@001
Sull-time
gdmeglgdgemo

10277

9370

907
combining work

36mmbm6-30b$o3@363@<;>o
Logbom bo(sbgogsb odab
UoBaoEnat‘;m botrolibo:
Professors with scientific
degree:

39(3b0gtrgdoms eeddmébob

588
doctor of science

39(3B0gbgdoms  gobronadols

candidate of sciences . 3882

9271

9181

90

752

2443

10430

8214

2216

847

3406

13548 8809 9144 11166

9947 2328 2663 2496

1501 6431 6481 3747

1519 368 1016 1249

4531 645 2589 3107

b33IG600A) RITRs38 I IR0 HOCE30

‘Number of scientific institutions

1990

1995

1996 1997 1998

Lodg3Bngbn ©ofgbgdmergdgde — Luogem
Sientific institutions, total

3o mbrol:

of which:

ndomerglo Lobff ogemgdemgda
higher education establishments

bodg(36ngbrer-ggmggomo obbGodnEade
research and development unstitutions

bo36m33®m-bodm(§b®(mgj®m6m
m(‘»aoﬁn%oonabn
prospecting and surveying organizations

131

12

115

124

14

107

129 129 129

14 12 18

112 114 i1
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33G6096-3333300 HOGBMBEM3S LYIIGENIHM LIV IS ILI3IAB0
(sovolio  gogs0) '

Number of scientific personnel
(thsd. persons)

1990 1995 ' 1997 1998
by 3.9 Lge 3.3, by 3.9, byyen 3.9
total b rotal Cdwgde  total  Jgde  total  Pergdo
ow. ow. ow. ow.
women ____women women women

39080y -3 Bsggdo =
boe
Sientific personnel ~
total
doon  Beabrols
odpo  LoBgsbagloe
bsbrabbo:
of which having
scientific degree:

25,2 12,9 18,1 7,7 17,8 7,6 16,8 8,0

3906agbgbsos : :

©jdmbiob 1,3 02 1,4 0,3 1,5 0,2 1,5 0,3
doctor of science

d90360gbrg80ms

Jobeeagpodols 80 33 6,2 2,6 6,0 2,6 59 26
candidate of science

3366036-3033400 AOGKMBEMd 9336036:I3MS RIGBIB0 A0BILI00)
(gogo)
Number of scientific personnel by science fields
(person)

1995 1996 1997 1998

Scientific personnel =
39bogh-3ryBoggds = Luyyen 18063 18831 17762 16815 total

dson  Bearol  Gg(3Bpgbgdoms of which by science

©sbragdol  obycogoon: fields: :
@o¥ogs-dongledosuéan 2148 2216 1958 1955  physics and mathematics
Jrdonbo 1068 1152 1073 998  chemistry
Baeagnergogghn 1778 1926 1793 1708 biology
800reag05-90Bgbsemerganl 763 796 716 597  grology andmineralogy
Gofbognban ' 2871 2631 2571 2225  engineering
Lsbesgygnen-biodgvébbge 1124 1167 1058 973  agriculture

Q9
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3036 dpgds
Continued
1995 1996 1997 1998
obmbowre 772 1199 1167 1160 history
94bmdngnbo 1194 1094 963 923 economics
gocreborgomba 422 450 366 453  philosophy
gorroremgonbo 1574 1750 1635 1583  philology
33M8bn0mrme 574 519 480 485  geography
ombopomero 205 216 209 198 law
39003mg0mho 756 589 521 817  pedagogics
Lsdgengobm 1584 1530 1755 1513 medicine
Bobdo3gad e 79 75 76 73 pharmacy
30896 0bob e 194 178 189 178  veterinary
by ergbgdomdmebymdols 218 565 247 236  arts
ob3odadd mbobs 23 75 24 21 arcitecture
glojmrergombo 277 217 208 200  psychology
Leagomrergomébo 212 235 395 151 sociology
Lbgo 227 251 358 368  others
133IG60IH()-GIFE03IH0 LSII VM0
(s00bo  robo)
Volume of research and development works
(thsd. laries)
1995 1997 1998
b 3.9. Loy d 9 Loy d 3
Total ~ Loggoobo Tl bogmosbo  Torgl  Laggonko
dogrgdomn dogmgdomn dogngdom
YLbary- YLonerg- Ybéary-
o dawe dyere
of which of which of‘'which
carried out carried out carried out
on own on own on own
record record record
Fbéryrgduro Loy doeals
dmmrads
2962,6 2836,0 21942,5 21400,4 17770,4 17363,9

Volume of research and
development works
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— Transport and conununications

BoobldmbGo @ 403306003 moedo
aophdgrgdo
Continued
femndo ba@gerggmbe Logragpmbe Jugeeob (‘)3@303(*150[; boﬂo@o;}mo?m(ﬂobm ~ broombodob-
Lagnégdob a230bo@gdal brompgbebde @oabm@m%bob Leozoe
Years bompgbeds, Number of telephone units of bompgheds, Fabdoggdob
ghogaee general purpose network 9boggro bomgherds,
Number of bugeo, s0sbo 53906 dabol Number of public soabo

telephone oo of which home telephone booths Number of

stations, units total, thsd. telephone units for trunk calls, sockets of

units units rediffusion

loudspeakers,
thsd.

1992 1002 722,1 519,4 204 488

1993 927 720,5 522,0 190 471
1994 826 606,6 470,1 79 356
1995 737 626,3 512,5 94 - 224
1996 738 567,4 468.,0 93 294
1997 734 616,0 499,3 65 118
1998 ‘ 518 628,4 4852 68 113




G6obbdmbo o 439063033 vymeds  — Transport and communications

B3I 0N LB IBLMI0N 030306 3806 036,99 bS353330% AN6II0M
Ferob 5m@mbom30b; RL:))

Operational length of transport ways

(end of year; km)

00000
000000000000 0000000000000800000000000000 '

Femgdo 6 40bogbo » d9¢bmden- &6odz00 Gbmergodnbo bogborer
Railway tracks odgbo (63bbog0) (63bb030) babrggdererdols
Years (63bA0g0) Tramway (two- Trolleybus b°°8®”3“5°@"
Metro (subway) way) (two-way) 3%g00
tracks (two- General
way) purpose motor
roads
1980 1420 19 50 160 22196
1985 1465 23 50 215 21334
1990 1586 25 43 300 21599
1991 ' 1586 25 43 337 21651
1992 1586 25 43 289 21601
1993 1586 25 43 281 21094
1994 1586 25 43 213 20738
1995 1586 25 41 289 20970
1996 1586 25 41 284 20298
1997 1586 25 36 311 20120
1998 1586 25 36 311 20215
393303539 ILM30S ©Y BOHAE0 BSOS A R33IIR I3 I3 I
LIV I@AMIB O US3I0S609300 d06 0020 33833633930
Main indicators of functioning of enterprises subordinated to the
Ministry of Communication and Post of Georgia
femgéo bodgergnmbo bodgergnmbe Juaeob Bargaebol bogdogesdos Fmaérobem Gopomba@éib-
bopgzérgols 30980l bompgbeds / Godborgmbgdol; beoggoe
Years = Gompghobs, Number of telephone units of tomgbeads, Vabdogrgdol
9hogre general purpose network abogaee - bompgbeds,
Number of b, soobio 039096 0bobs Number of public somobo
telephone gorro of which home  telephone booths Number of
stations, units total, thsd. telephone units  for trunk calls, sockets of
units units rediffusion
loudspeakers,
thsd.
1980 1026 - 4347 235,6 152 620
©1985 1050 542,7 3194 286 729
1990 1101 705,5 517,6 658 742
9 1047 - 717,6 502,5 658 464
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In economic terms, African productivity has suffered because economic regimes
tend to be tightly controlled and inefficiently managed by the state. This results in high
trade barriers, and poor delivery of public services. It also means that corruption is
widespread. Firms in the private sector are unable to compete internationally because
they lack access to appropriate technology and information.

The agricultural sector in Africa has yet to experience a Green Revolution. Unlike
the rest of the world, yields of basic food commodities have not increased Vsigniﬁcantly.
Variable rainfall, highly weathered soils, disease and pests have taken their toll.
Agricultural technologies developed in other climatic and ecological zones have not
transferred well into the region. Inputs like fertilizer are often controlled by state
monopolies and are not available to farmers at competitive prices. Fertilizer prices in
the early 1990s, for example, were estimated to be two to four times higher in Africa
than in Asia. The poor infrastructure restricts the ability to move goods, so that trans-
portation and shipping costs remain prohibitive.

Africa’s agricultural sector thus remains unable to generate a steady and inexpen-
sive source of food for urban populations. Indeed, much of sub-Sahara’s food supply
is imported. Its urban centres remain small by international standards, and they have
not provided the human capital necessary to fuel industrial expansion.

| challenge the foremost experts in the world to think through the bar-
rier of low agricultural productivity in Africa. | implore the great philan-
thropic foundations —which have stimulated so much good and practicai
research on agriculture —to rise to this vital challenge.

In many African countries there are political obstacles to economic progress as well,
I addressed these issues in a report to the Security Council in April 1998.They boil
down to a "winner-takes-all” attitude to political competition, the control of society's
wealth and resources, and to the power of patronage and the prerogatives of office.
ftis coupled in too many instances with appalling violations of fundamental rights and
a readiness to resort to force to resolve disputes or hold on to power.

Only Africans, | concluded in that report, can break out of these vicious cyctes. | am
gratified that so many have chosen to do so, and that rulers who had perpetrated
crimes against their own people are increasingly being held accountable for them. Yet
inexplicably, even today, relatively few African governments show the necessary com-
mitment to poverty reduction in their national economic and social policies.

We do have the chance to turn things around. There are many positive develop-
ments in Africa, and the international community has demonstrated a growing inter-
est in assisting those African countries still afflicted by turmoil and tragedy. We must
not tet up now.

Building digital bridges

The world has entered the early phases of another technological revolution. We see
it in the area of medicines and pharmaceuticals, and in biotechnotogy. These new fron-
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Figure 4
Growth of
information
technologies
(Millions)

Source: Worldwatch Institute,
International Telecommunication

Union 2000.

tiers raise both hopes and fears. Better health and greater food security are within our
reach, but in seizing the oppor tunities biotechnology presents we must not neglect the
inherent risks. In particular, we must ensure that free access is provided to the infor-
mation compiled by researchers deciphering the genetic code. The genetic key to
human life belongs to all humanity.

I wish to focus here on a technological shift that is alreacly transiorming social and
economic life: the digital revolution. Fundamental changes are occurring in the com-
munications and information industries, and at near-lightning speed (see figure 4).

ft took 38 years for radio to reach 50 miflion people, and 13 years for television.
The same number of people adopted the Internet in just four years. There were 50
pages on the World Wide Web in 1993; today there are more than 50 million. A
mere 143 million people logged on to the Internet in 1998; by 2001 the number
of users will climb to 700 million. The market for e-commerce was $2.6 billion in
1996; it is expected to grow to $300 billion by 2002. And the Internet already has
a far wider range of applications than any previous tool of communication ever
invented.

At present, a yawning digital divide still exists in the world. There are more com-
puters in the United States of America than in the rest of the world combined. There
are as many telephones in Tokyo as in all of Africa.

The digital divide can—and will——be bridged. Already, the city of Bangalore in India
has become a dynamic hub of innovation, boasting more than 300 high-tech compa-
nies. India’s software exports alone will exceed $4 billion this year—about 9 per cent
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of India’s total exports—and industry sources project that they will reach $50 billion
by 2008 (see box 3.)

Costa Rica’s economic growth surged to 8.3 per cent in 1999, the highest in Latin
America, fuelled by exports from the microchip industry. which now accounts for 38
per cent of all-exports. | could give many other examples of developing countries seiz-
ing the opportunity of this revolution. It holds great promise for economic growth and
development, potentially for all countries.

To fully appreciate how the digital revolution can stimulate economic growth and
development, we need to grasp several of its core features. First, it has created a brand
new economic sector that simply did not exist before. As the countries at its forefront

devote ever larger shares of their economies to this sector, a high-value space is
opened up for others to occupy, and so on successively throughout the world econ-
omy.This, indeed, is how the so-called emerging economies first "emerged” when other
sectors were vacated. Globalization facilitates such shifts.

Second, the capital that matters most in the digital revolution increasingly is intel-
lectual capital. Hardware costs are declining. The shift from hardware to software as

| ternet in Indla i also mcreasmg rapldly arid: |t is estlmated that

about. 6 mmlon people in Indla will.be-using the Internet:by 2001, aided by the deregulation of
the telecommumcatgqns and information technology-sectors.

Yet Indiazlike so many ether countries, continués to face the-challenge’of the "digital divide”.
There remains:4 huge'gap within the country between:those who are part of the Internet revo-
lution-and thoseiwhe:are not“On the eve of India’s fiftieth anniversary as a constitutional repub-
lic, the President of India warned that his country has “one of the world's largest reservoirs of
technical personnel but aiso the world's largest number of illiterates, the largest number of peo-
ple below the poverty line, and the largest number of children suffering from malnutrition.”

India’s success in embracing the Information Revolution is directly related to its success in pro-
ducing large numbers of highly qualified technical and science graduates. The information net-
works these graduates are now building have a huge potential for spreading the benefits of
education to the less fortunate.
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the cutting edge of the industry helps to overcome what has been a major impedi-
ment to development—the shortage of finance. It also improves the chances for poor
countries to leapfrog some lfong and painful stages in the development process.
Clearly, the requisite intellectual capital is not universally available, but it is far more
widespread in the developing world and in the transition economies than is finance
capital.

Third, the digital revolution, besides creating a new economic sector, is also a means
to transform and enhance many other activities. Mauritius, for example, uses the
Internet to position its textile industry globally. The UNCTAD Trade Point Programme
allows participants to trade products on-line. The Government of Mali has established
an intranet to provide more effective administrative services. And there are many other
opportunities: for telemedicine and distance learning; for "virtual” banking coupled with
microcredit; for checking weather forecasts before planting and crop prices before har-
vesting; for having the world's largest library at your fingertips; and so on. The infor-
mation technology sector, in short, can transform many if not most other sectors of
economic and social activity.

Finally, the core product in this sector—information—has unigue attributes, not
shared by others. The steel used to construct a building, or the boots worn by the
workers constructing it, cannot be consumed by anyone else. Information is different.
Not only is it available for multiple uses and users, it becomes more valuable the more
it is used. The same is true of the networks that link up different sources of informa-
tion.We in the policy-making world need to understand better how the economics of
information differs from the economics of inherently scarce physical goods—and use
it to advance our policy goals.

This is not to say that the transition will be easy for developing countries, espe-
cially the very poor. Lack of resources and skills is part of the problem, inadequate
basic infrastructure another, illiteracy and language a third, and, of course, there are
concerns about privacy and content. Technical solutions will become available for
many of these problems, including wireless access, and even simple automatic trans-
lation programmes, enabling us to communicate and engage in e-COMMErce across
language barriers. .

For the immediate future, the individual consumer mode! of using information tech-
nology that prevails in the industrialized countries will prove too expensive for many
developing ones. But that constraint, too, can be overcome. Public telecentres have
been established in places from Peru to Kazakhstan. In Egypt, for example, the United
Nations Development Programme has helped to create Technology Access
Community Centres to bring the Internet and fax service to poor and rural areas.With
help from civil society organizations and the private sector, we can expand these pilot
programmes to reach even the remotest corners of the globe.

There is however no easy fix for the institutional impediments in many developing
countries, above all unsupportive regulatory environments and exorbitant charges

imposed by national authorities.




I encourage Member States to review their policies and arrangements
in this area, to make sure that they are not denying their peopie the
opportunities offered by the digital revolution.

As a concrete demonstration of how we can build bridges over digital divides, | am
pleased to announce a new Health InterNetwork for developing countries.

This network will establish and operate 10,000 on-line sites in hospitals, clinics and
public health facilities throughout the developing world. It aims to provide access to

relevant up-to-date health and medical information, tailored for specific countries or

groups of countries. The equipment and Internet access, wireless where necessary, will
be provided by a consortium led by the WebMD Foundation, in cooperation with
other foundation and corporate partners. Training and capacity-buitding in developing
countries is an integral part of the project. The World Health Organization is leading
the United Nations side in developing this initiative with external partners, including
the United Nations Foundation.

I am also announcing a second digital bridges initiative; a United
Nations InformationTechnology Service, which | propose to call UNITeS.

This will be a consortium of high-tech volunteer corps, including Net Corps Canada
and Net Corps America, which United Nations Volunteers will help to coordinate.
UNITeS will train groups in developing countries in the uses and opportunities of infor-
mation technology, and stimulate the creation of additional digital corps in the North
and South.We are currently exploring external sources of funding to support UNITeS.

Demonstrating global solidarity

Creating an inclusive global market is one of hurnanity’s central challenges in the
twenty-first century. We are all impoverished if the poor are denied opportunities to
make a living. And it is within our power to extend these opportunities to all.

The rich countries have an indispensable role to play by further opening their mar-
kets, by providing deeper and faster debt relief, and by giving more and better-focused
development assistance.

Trade access

Despite decades of liberalization, the world trading systém remains burdened with tar-
iffs and quotas. Most industrialized countries still protect their markets for agricultural
products heavily, and all protect textiles—the two sectors in which the developing
countries have a recognized comparative advantage. Moreover, agricultural subsidies
in the industrialized countries drive down world prices, hurting farmers in poor coun-
tries even more.

Everybody pays a high price for these practices. The estimated cost per job “saved”
in industrialized countries ranges from $30,000 to $200,000, depending on the indus-
try. Global economic losses from agricultural protectionism may be as high as $150
billion per year—about $20 billion of it in lost exports for developing countries.
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Developing countries also cause a great deal of damage to themselves, however, by
their own protectionist policies, in agriculture and elsewhere.

Rather than trying to freeze declining industries in place, which always fails in the
tong run, political leaders should make the case for upgrading skills through educition
and training, and for providing adjustment assistance.

The tenth session of the United Nations Conference on Trade and Development,
held recently in Bangkok, highlighted the need for better market access for the agri-
cultural and industrial products exported by the least developed countries. That would
be particularly helpfut to sub-Saharan Africa.

I urge the industrialized countries to consider granting duty-free and
quota-free access for essentially all exports from the ieast developed coun-
tries—and to be prepared to endorse that commitment at the Third United
Nations Conference on the Least Developed Countries in March 2001.

A related issue of trade linkages has emerged in recent years. | refer to the desire of
some to make trade liberalization conditional on the developing countries’ meeting cer-
tain standards in the areas of labour, the environment and human rights. This issue must
be handled with great care so that it does not become yet another pretext for pro-
tectionism.

| propose a different course. First, in most of these areas agreements already exist
on universal values and common standards—the fruit of many conferences and tong
negotiations. VWhat is needed now is for states to live up to their obligations, and for
the relevant United Nations agencies to be given the resources and support to help
them. If that means that the world should have a more robust global environmental
organization, for example, or that the International Labour Organization needs to be
strengthened, then let us consider those possibilities.

Second, global companies must play a leadership role. Al refatively litte il any cost
to themselves, they can, in their own corporate domains, apply good practices every-
where they operate. This would have a beneficial demonstration effect throughout the
world. That is why | have invited the business community to join me in a "Global
Compact’ to enact in their own corporate practices a set of core values in three areas:
labour standards, human rights and the environment (see box 4).This initiative has been
endorsed by a wide variety of business associations, labour groups and non-govern-
mental organizations—and ! hope to announce soon the first business leaders who
are joining us to make the Global Compact an everyday reality.

Debt relief .

High levels of external debt are a crushing burden on economic. growth in many of
the poorest countries. Debt servicing requirements in hard currency prevent them
from making adequate investments in education and health care, and from respond-
ing effectively to natural disasters and other emergencies. Debt relief for those heav-
ily indebted poor countries must, therefore, be an integral part of the international
community’s contribution to development.
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Even though Georgia found itself in political and economic turmoil, followed by an
information vacuum after the collapse of the Soviet Union and Communist regime, a
progressive wave of information technology still managed to strike the country’s borders.
The first Internet provider in Georgia, Kheta, was established in 1991. During the same
period it became apparent that Georgia had a surprisingly good supply of highly
professional programmers who worked in various scientific institutes. Today, Georgia
can easily be considered a moderately computerized country with a good supply of
professional, cheap labor and a reasonable variety of companies involved in the
information technology sphere.

Here is a quick look at some statistics on the information technology industry in Georgia.

Statistics (2000)

1. Software market (annual turnover - over US$1 million)

a) The biggest software manufacturing companies are: ALTA Software LTD,
GSS, INFO, ORIS Co, and Communic Enterprise).

b) The most frequently used programming languages are: Delphi, C++, and Java.

c) The above mentioned companies developed the following applications for
general sales:
ALTA Software - OPEN DAY, BANK 2000 SQL. BANK-CLIENT,
LOANS, and SECURITY COMMUNICATE.
GSS - SUPERFIN 6.0 (financial software)
INFO - INFO - BUGHALTER. (accounting)
ORIS - BANK-NET, ORIS BUGHALTERIA (banking and finance)

2. System Integration - Assembling Personal Computers (PC) (annual turnover over
US$6 million)
Number of companies - 50
Total market volume - 500 PC’s per month
PC’s sold by Central Processing Unit (CPU) - (45%) Celeron 466-566, (25%) PIII-
500-600, (20%) PIII - 600-933, (10%) AMD ATHLON.
Biggest companies are: ALTA Computers, Orient Logic, Mantex, Yversy, Complex
Pro, NDZ, and Flamingo.




~

3. Projecting (Network Projecting and installation, Fiber-Optic Technologies, 1P-
Communications) - (Annual turnover — US$2 million)

The leaders in this market are: ALTA Communications Ltd. and COMPY Ltd.
Number of projects with more than 100 networks per year - 40

4. Hardware Distribution (Annual turnover - over US$16 million)
The leaders: ALTA Impex Ltd, Yversy, and Complex Pro.
The most popular brands are: HP, Compaq, Dell, APC, Epson, Oki, 3Com, Intel,
Cisco, Seagate, Quantum, Viewsonic, and Canon.

RETAIL TRADE

The majority of the above companies are in retail trade - including the software
producing companies. Computers of various modifications assembled in Georgia are the
most popular products. The prices for these computers are tar below the price of a
computer with an internationally known brand name. Nevertheless, the quality of the

‘locally assembled computers absolutely corresponds to the needs of the local consumer.

DISTRIBUTION

The distribution channels for the imported computers is not well developed in Georgia.
This is due to higher custom's duties for trading companies than for end-users. Despite
this situation, one still finds a reasonable number of companies which trade in imported
UPS, monitors, computer cases, and other related accessories.

PROJECT BUSINESS

In Georgia, the largest computer purchasers are international donor organizations, such as
U.S. Agency for International Development, the World Bank, etc. In most cases, these
organizations acquire large numbers of computers and related accessories for various
governmental and non-governmental bodies. In accordance with the large number and
variety of trading companies the purchaser must make a complex decision regarding the
modification of computers, their delivery, installation, etc. The total sum generated by
such projects constitutes a big share of the turnover capital generated by the entire
information technology sector.

REPAIR SERVICE

Regarding repair services, Georgian companies can be divided into two categories. The
first category includes companies which specialize their business exclusively on the
repair of computers and accessories. The second category includes companies that repair
computers as only a part of their business.

The following authorized computer service centers conduct their activities in Georgia:

o Hewlett-Packard




e Compaq

e APC

e DELL - provides service exclusively for their clients
e Canon - provides service exclusively for their clients
e Xerox

Various companies provide network installation. Most often when a client purchases a
computer, the dealer provides its installation free of charge. However, there are several
companies that only do installation work.

MARKET OVERVIEW

OFFICIAL PARTNERS OF COMPUTER MANUFACTURING COMPANIES
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Currently, none of the international manufacturing companies have opened representative
offices in Georgia.

VARIETY OF SUPPLIERS

The Georgian reselling companies most frequently purchase merchandise through the
following ways:

a) Through official representative offices of manufacturing companies.
b) Through official channels , ‘

c) Through European and other international distributors

d) From Dubai - UAE (electronics are cheap in this region)

e) From Russia

It should be mentioned that a couple of years ago the biggest supply of computers and
accessories came into Georgia from Russia. This was due to a bilateral trade agreement
between Georgia and the Commonwealth of Independent States (CIS). There is a low
custom's clearance fee on goods imported from CIS countries.

CUSTOMERS-SEGMENTS OF THE MARKET

The main segments of the market are:

- The governmental bodies which are financed by international organizations -
donors.

- Big private business

- Banks

- SME

- Private sector

Approximately 80% of acquisitions belong to first three sectors.

In order to identify the demand for computers and specialists in the tield ot information
technology, the Georgian Institute of Social Researches conducted a study of 150
companies involved in various activities and which use computers as a main tool for their
proper functioning. The study revealed the following statistical information:

VOLUME OF COMPUTERS

Overall, approximately 1222 computers are used in 150 organizations - average 8
computers per organization.
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The most frequently used models are:

Pentium - 58.30%

Pentium I - 27.30%

1486 - 8.92%

1386 -2.47%

1286-1.41%

. Other - 1.59%

The option "Other" includes - Pentium 111, Apple GI - 3, RS 6000.

VI RN

NETWORK

Approximately 56.7% of the organizations have their computers connected to a network.
37.6% of these types of organizations have nets of the "Client Server" type. The 54.5% of
organizations that do not have their computers connected to a net, are planning to
establish a net of communication in the near future.

INTERNET

Approximately 78% of 150 organizations studied have access to the Internet, these
organizations are served by the following network providers:

e Sanet - 54.7%

e ICN-154%

e GeoNet - 12.0%

e Global 1-8.5%

e [beria Pack - 4.3%

e MMC-3.4%

e Kheta-1.7%

15.3% of the 150 organizations studied use the Internet to advertise their company.

Among these:

e Have their own Web-site - 73.9%
Place a Banner - 8.7%
e Placed information regarding their Web-Site in various searching systems - 26.1%
e Placed Links of their Web-Sites on other sites - 17.4%
e Advertise themselves via e-mail.

63.2 % of the companies received positive results from their on-line advertisements.

75.0 % of the organizations that do not have access to Internet are planning to get it in the
near future.

The main reasons for not being connected to Internet are:




e Shortage of money - 21.2%

e No need at present moment - 54.5%
e Noneedatall - 15.2%

e Other -9.1%

COMPUTER SPECIALISTS

Approximately 1683 individuals work with computer systems in the |50-researched
entities. Accordingly it means that on average 11 employees per organization work with
computers. Among the above-mentioned 1683 employees approximately - 84.2% (1417)
were users and the rest - 15.8% (266) were IT specialists. On average. each organization
employs 9 users and 2 IT specialists.

The users are required to be able to work with the following programs:

e MS -Windows  95.3%

e MS - Word 94.0%

e MS - Excel 85.3%

e MS - Access 21.3%

e MS - Outlook 8.7%

e MS Internet Explorer 38.0%
e Netscape communicator 22.0%
e Fudora 6.7%

e Corel Draw 19.3%

e Corel Photo paint 18.7%

e Adobe Photo shop22.0%

e QuarkXpress 53%

e 3D Studio 6.0%

e Auto Cad 4.7%

The IT Specialists are required to be able to work with the following programs and have
the following skills:

e MS - Windows NT Server 73.1%
e MS - Windows NT Workstation 64.4%
* Novel Netware 19.2%
o UNIX 24.0%
e Macromedia Programs 13.5%
o C++ 34.6%
e MS Visual Fox pro 17.3%
e MS - Access 33.7%
e Computer Installation 83.7%
e Network Installation 78.8%
* Internet Installation 79.9%
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e Installation of BIOS parameters 49.0%
e Anti - Virus 85.6%

e Computer security 77.9%

It should be mentioned that such programs as: Oracle, Delphi and MS - SQL were quite
rarely mentioned.

In order to get hired on a certain job IT Specialists are required to present:

» International certificate 1.0%

e University degree 16.3%

Certificate on completion of computer course  3.8%
Certificate of knowledge of the certain program 1.0%
Some other document 1.0%

None of the documents are required 76.9%

ESTABLISHING A BUSINESS

Legal forms of business

In order to conduct business activity in Georgia, it is essential to register a company as a
juridical person. The registration could be done either by foreign residents or local
citizens. The most frequently used legal forms of organizations involved in IT field are
Limited-Liability and Joint-Stock companies.

Custom taxes

The custom's tax for PC is 12%. Copying machines and other office equipment are taxed
by 12%, plus 20% VAT.

The organizations that import computers for their own use are taxed 5% (for copying
machines and other office equipment there is an additional 20% value added tax (VAT).

All goods imported to Georgia which exceed $2500 are subject to pre-shipment
inspection by ITS (Intertek Testing services). The inspection cost is paid by the importer
and constitutes $260 or 1.09% of the value of the goods - whichever is greater.

USEFUL CONTACTS

ALTA

172. Agmashenebeli Ave, Thilisi
Tel: (995 32) 94 17 50; 94 17 59.
Fax (995 32)94 17 59
www.alta.com.ee

e-mail: alta@access.sanet.ge




UGT

17a Chavchavadze Ave. Thilisi
Tel: (995 32) 22 05 05

Fax: (995 32)22 02 06

e-mail: uet@uet.com.ce
COMPUS

16 Vazha-Pshavela Ave. Thilisi
Tel: (995 32) 93 91 03; 37 02 35;
Fax: (995 32)93 91 03

e-mail: compusienimc.net.oe

GREEN NETWORKS

55 1. Abashidze Str. Thbilisi
Tel: (995 32) 22 10 07

Fax: (995 32) 251501.
e-mail: info@GreenNet. com.ge

INA

- 7 Tavisupleba Square. Tbilisi

Tel: (995 32) 99 78 39
Fax: (995 32) 99 70 72

E-mail: ina@access.sanet.ge

COMPLEX PRO

45 Vazha-Pshavela Ave, Thilisi
Tel: (995 32) 230090; 29 03 02
Fax: (995 32) 230090; 290302

e-mail: complexproieauncasus.net

G&G

4 Leselidze Str. Thilisi
Tel: (99532) 933810
Fax: (995 32) 933834

e-mail: jj@mmec.net.ge
ORIENT LOGIC

10 Aleksidze St.Tbilisi
Tel: (99532) 950765; 943175
Fax: (995 32) 943175
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e-mail: orient.logic@caucasus.net

ARC

19a Kazbegi Ave. Thilisi
Tel: (995 32) 94 21 48; 387552
Fax: (995 32) 387552

e-mail: arc{@orioni.com.ve

ESABI

5/7 Shavteli St. Thbilisi.
Tel: (995 32) 98 3631
Fax: (995 32) 98 66 58

e-mail: esabifdaccess.sanet.ae




THE INFORMATION TECHNOLOGY INDUSTRY IN GEORGIA
NOVEMBER 2000
AUTHOR: ALEXANDER LOTUASHVILI, BISNIS REPRESENTATIVE, TBILISI, GEORGIA

INTERNATIONAL COPYRIGHT, US&FOREIGN COMMERCIAL SERVICE AND U.S
DEPARTMENT OF STATE, 2000. ALL RIGHTS RESERVED OUTSIDE OF THE UNITED
STATES.

Even though Georgia found itself in political and economic turmoil. followed by an
information vacuum after the collapse of the Soviet Union and Communist regime, a
progressive wave of information technology still managed to strike the country’s borders.
The first Internet provider in Georgia, Kheta, was established in 1991. During the same
period it became apparent that Georgia had a surprisingly good supply of highly
professional programmers who worked in various scientific institutes. Today, Georgia
can easily be considered a moderately computerized country with a eood supply of
professional, cheap labor and a reasonable variety of companies involved in the
information technology sphere.

Here 1s a quick look at some statistics on the information technology industry in Georgia.

Statistics (2000)

1. Software market (annual turnover - over US$1 million)

a) The biggest software manufacturing companies are: ALTA Software LTD,
GSS, INFO, ORIS Co, and Communic Enterprise).

b) The most frequently used programming languages are: Delphi, C++, and Java.

¢) The above mentioned companies developed the following applications for
general sales:
ALTA Software - OPEN DAY, BANK 2000 SQIL, BANK-CLIENT,
LOANS, and SECURITY COMMUNICATE.
GSS - SUPERFIN 6.0 (financial software)
INFO - INFO - BUGHALTER. (accounting)
ORIS - BANK-NET, ORIS BUGHALTERIA (banking and finance)

2. System Integration - Assembling Personal Computers (PC) (annual turnover over
US$6 million)
Number of companies - 50
Total market volume - 500 PC’s per month
PC’s sold by Central Processing Unit (CPU) - (45%) Celeron 466-566, (25%) PIII-
500-600, (20%) PIII - 600-933, (10%) AMD ATHLON.
Biggest companies are: ALTA Computers, Orient Logic, Mantex, Yversy, Complex
Pro, NDZ, and Flamingo.
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3. Projecting (Network Projecting and installation, Fiber-Optic Technologies, IP-
Communications) - (Annual turnover — US$2 million)
The leaders in this market are: ALTA Communications Ltd, and COMPY Ltd.
Number of projects with more than 100 networks per year - 40

4. Hardware Distribution (Annual turnover - over US$16 million)
The leaders: ALTA Impex Ltd, Yversy, and Complex Pro.
The most popular brands are: HP, Compagq, Dell, APC, Epson, Oki, 3Com, Intel,
Cisco, Seagate, Quantum, Viewsonic, and Canon.

RETAIL TRADE

The majority of the above companies are in retail trade - including the software
producing companies. Computers of various modifications assembled in Georgia are the
most popular products. The prices for these computers are far below the price of a
computer with an internationally known brand name. Nevertheless, the quality of the
locally assembled computers absolutely corresponds to the needs of the local consumer.

DISTRIBUTION

The distribution channels for the imported computers is not well developed in Georgia.
This is due to higher custom's duties for trading companies than for end-users. Despite
this situation, one still finds a reasonable number of companies which trade in imported
UPS, monitors, computer cases, and other related accessories.

PROJECT BUSINESS

In Georgia, the largest computer purchasers are international donor organizations, such as
U.S. Agency for International Development, the World Bank, etc. [n most cases. these
organizations acquire large numbers of computers and related accessories for various
governmental and non-governmental bodies. In accordance with the large number and
variety of trading companies the purchaser must make a complex decision regarding the
modification of computers, their delivery, installation, etc. The total sum generated by
such projects constitutes a big share of the turnover capital generated by the entire
information technology sector.

REPAIR SERVICE

Regarding repair services, Georgian companies can be divided into two categories. The
first category includes companies which specialize their business exclusively on the
repair of computers and accessories. The second category includes companies that repair
computers as only a part of their business.

The following authorized computer service centers conduct their activities in Georgia:

¢ Hewlett-Packard
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e Compaq

e APC :

e DELL - provides service exclusively for their clients
¢ Canon - provides service exclusively for their clients
e  Xerox

Various companies provide network installation. Most often when a client purchases a
computer, the dealer provides its installation free of charge. However, there are several
companies that only do installation work.

MARKET OVERVIEW

OFFICIAL PARTNERS OF COMPUTER MANUFACTURING COMPANIES
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Currently, none of the international manufacturing companies have opened representative
offices in Georgia.

VARIETY OF SUPPLIERS

The Georgian reselling companies most frequently purchase merchandise through the
following ways:

a) Through official representative offices of manufacturing companies.
b) Through official channels

c) Through European and other international distributors

d) From Dubai - UAE (electronics are cheap in this region)

e) From Russia

It should be mentioned that a couple of years ago the biggest supply of computers and
accessories came into Georgia from Russia. This was due to a bilateral trade agreement
between Georgia and the Commonwealth of Independent States (CIS). There is a low
custom's clearance fee on goods imported from CIS countries.

CUSTOMERS-SEGMENTS OF THE MARKET

The main segments of the market are:

- The governmental bodies which are financed by international organizations -
donors.

- Big private business

- Banks

- SME

- Private sector

Approximately 80% of acquisitions belong to first three sectors.

In order to identify the demand for computers and specialists in the field of information
technology, the Georgian Institute of Social Researches conducted a study of 150
companies involved in various activities and which use computers as a main tool for their
proper functioning. The study revealed the following statistical information:

VOLUME OF COMPUTERS

Overall, approximately 1222 computers are used in 150 organizations - average 8
computers per organization.




The most frequently used models are:

Pentium - 58.30%

Pentium 11 - 27.30%

1486 - 8.92%

1386 -2.47%

1286-1.41%

. Other - 1.59%

The option "Other" includes - Pentium III, Apple GI - 3, RS 6000.
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NETWORK

Approximately 56.7% of the organizations have their computers connected to a network.
37.6% of these types of organizations have nets of the "Client Server” type. The 54.5% of
organizations that do not have their computers connected to a net, are planning to
establish a net of communication in the near future.

INTERNET

Approximately 78% of 150 organizations studied have access to the Internet, these
organizations are served by the following network providers:

e Sanet - 54.7%

o ICN-154%

e GeoNet-12.0%

e (lobal 1-8.5%

e [beria Pack - 4.3%

e MMC -3.4%

e Kheta-1.7%

15.3% of the 150 organizations studied use the Internet to advertise their company.

Among these:

e Have their own Web-site - 73.9%

e Place a Banner - 8.7%

e Placed information regarding their Web-Site in various searching systems - 26.1%
e Placed Links of their Web-Sites on other sites - 17.4%

e Advertise themselves via e-mail.

63.2 % of the companies received positive results from their on-line advertisements.

75.0 % of the organizations that do not have access to Internet are planning to get it in the
near future.

The main reasons for not being connected to Internet are:




e Shortage of money - 21.2%

¢ No need at present moment - 54.5%
e Noneedatall -15.2%

e Other -9.1%

COMPUTER SPECIALISTS

Approximately 1683 individuals work with computer systems in the [50-researched
entities. Accordingly it means that on average 11 employees per organization work with
computers. Among the above-mentioned 1683 employees approximately - 84.2% (1417)
were users and the rest - 15.8% (266) were IT specialists. On average, each organization
employs 9 users and 2 IT specialists.

The users are required to be able to work with the following programs:

e MS -Windows  95.3%

e MS - Word 94.0%

e MS - Excel 85.3%

e MS - Access 21.3%

e MS - Outlook 8.7%

e MS Internet Explorer 38.0%
e Netscape communicator 22.0%
e Fudora 6.7%

e Corel Draw 19.3%

e Corel Photo paint 18.7%

e Adobe Photo shop22.0%

e QuarkXpress 5.3%

e 3D Studio 6.0%

e Auto Cad 4.7%

The IT Specialists are required to be able to work with the following programs and have
the following skills:

e MS - Windows NT Server 73.1%
e MS - Windows NT Workstation 64.4%
* Novel Netware 19.2%
s UNIX 24.0%
e Macromedia Programs 13.5%
o CH+ 34.6%
e MS Visual Fox pro 17.3%
e MS - Access 33.7%
e Computer Installation 83.7%
* Network Installation 78.8%
e Internet Installation 79.9%




e Installation of BIOS parameters 49.0%
e Anti - Virus 85.6%
e Computer security 77.9%

It should be mentioned that such programs as: Oracle, Delphi and MS - SOL were quite
rarely mentioned.

[n order to get hired on a certain job IT Specialists are required to present:

e International certificate 1.0%

e University degree 16.3%

Certificate on completion of computer course  3.8%
Certificate of knowledge of the certain program 1.0%
Some other document 1.0%

None of the documents are required 76.9%

ESTABLISHING A BUSINESS

Legal forms of business

In order to conduct business activity in Georgia, it is essential to register a company as a

Juridical person. The registration could be done either by foreign residents or local

citizens. The most frequently used legal forms of organizations involved in IT field are
Limited-Liability and Joint-Stock companies.

Custom taxes

The custom's tax for PC is 12%. Copying machines and other office equipment are taxed
by 12%, plus 20% VAT.

The organizations that import computers for their own use are taxed 5% (for copying
machines and other office equipment there is an additional 20% value added tax (VAT).

All goods imported to Georgia which exceed $2500 are subject to pre-shipment
inspection by ITS (Intertek Testing services). The inspection cost is paid by the importer

and constitutes $260 or 1.09% of the value of the goods - whichever is greater.

USEFUL CONTACTS

ALTA

172. Agmashenebeli Ave, Tbilisi
Tel: (995 32)94 17 50,94 17 59.
Fax (995 32)94 17 59
www.alta.com,ge

e-mail: alta@access.sanet.ge




UGT

1 7a Chavchavadze Ave. Thilisi
Tel: (995 32) 22 05 05

Fax: (995 32) 22 02 06

e-mail: ugtuet.com.ge
COMPUS

16 Vazha-Pshavela Ave. Thbilisi
Tel: (995 32) 93 91 03; 37 02 35;
Fax: (995 32) 93 91 03

e-mail: compus@@mme.net.oe

GREEN NETWORKS

55 1. Abashidze Str. Thilisi
Tel: (995 32)22 10 07
Fax: (995 32) 251501.

e-mail: info@GreenNet. com.ge
INA

7 Tavisupleba Square. Thilisi
Tel: (995 32) 99 78 39
Fax: (995 32) 99 70 72

E-mail: inadaccess.sanet.ce

COMPLEX PRO

45 Vazha-Pshavela Ave, Tbilisi
Tel: (995 32) 230090; 29 03 02
Fax: (995 32) 230090; 290302

e-mail: complexprogocaucasus. nel

G&G

4 Leselidze Str. Thilisi
Tel: (99532) 933810
Fax: (995 32) 933834

e-mail: ji@mme.net.ce
ORIENT LOGIC

10 Aleksidze St.Thilisi
Tel: (99532) 950765; 943175
Fax: (995 32) 943175
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e-mail: orient.logic@cancasus.net

ARC

19a Kazbegi Ave. Thilisi
Tel: (995 32) 94 21 48; 387552
Fax: (995 32) 387552

e-mail: arc@orioni.com.ve

ESABI

5/7 Shavteli St. Thilisi.
Tel: (995 32) 98 3631
Fax: (995 32) 98 66 58

e-mail: esabit@access.sanet.oe




Distance Learning: Russia Is Reaching Out http:/ /www.nytimes.com/2001/01/07/...07EDLIFE-RUSSIA.htmI?printpage=yes
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on screen, "but | spend about three or four hours a day here. I'm
in constant communication with my teachers. | can do computer
experiments and see how things really work."

Several workstations up from Ruslan, Artyom Shuvayev, a
freshman, also plans to be a physicist, but today he has spent
several hours working with a multimedia textbook on Russian
history. On his screen is a description of the mid-19th-century
judicial reform carried out in czarist Russia.

Artyom was in Tomsk recently on a field trip with his classmates,
meant to instill school spirit. After two years studying in
Prokopyevsk, physics students transfer to the main campus in
Tomsk, graduating after an additional three years.

"Here | will have time to grow up for two years," said the studious,
strapping Artyom, who is already mapping out his future. "They
say those who go to Tomsk from far away don't have time to
study."

All of this is good news for Prokopyevsk, where unemployment is
over 20 percent, and the population of nearly 300,000 has too
few distractions and too many problems.

Ten years ago the town was a hotbed of demonstrations that
helped bring down Communism. Famous for the best coal in the
Kuzbass, as the region is called, Prokopyevsk has made the news
more in recent years for methane explosions at its failing mines
and strikes by irate workers who have blockaded local junctions
of the Trans~-Siberian Railroad. Dozens of teenage boys in the
area have been disabled and even died from electric shocks after
attempting to steal power lines or transformers to sell as scrap
metal.

R

Like Ruslan and Artyom, most of the 530 students studying
physics, law, history and economics at the Prokopyevsk program
are the children of miners or blue-collar workers. It costs about
$280 a year to study in Prokopyevsk, cheaper than going straight
to Tomsk, the oldest classical university in Siberia, where
scholarship spots are highly competitive and living and travel
expenses add up.

"They will mostly be first-generation intelligentsia," said Dmitry
Voronin, the rector of the affiliate. Mr. Voronin, who keeps a
samovar and a lemon tree in his office, is a great believer in
computer technology i
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